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UNITED STAT 


DEPARTMENT OF AGRICULTURE 
APPROPRIATIONS FOR 1958 


A REPORT TO THE COMMITTEE ON APPROPRIATIONS, 
HOUSE OF REPRESENTATIVES ON ACTIVITIES OF 
THE GENERAL SALES OFFICE, UNITED STATES DE- 
PARTMENT OF AGRICULTURE 


(SURVEYS AND INVESTIGATIONS STAFF, FEBRUARY 1957) 


SUMMARY 
A. Introduction 


Survey made of General Sales Office of Commodity Stabili- 
zation Service including results accomplished to date and fu- 
ture plans of the office. 

B. Special provision in the Department of Agriculture appropriation 
bills, 1956 and 1957 

Both the 1956 and 1957 appropriation bills for the Depart- 
ment of Agriculture provided that $1 million would be avail- 
able only to expand and strengthen the sales program. 


C. Organizational setup accomplished to date 


Effective July 1, 1955, Office of General Sales Manager was 
established with appointment of Frank C. Daniels as manager. 
His primary responsibility is with sales for dollars but he is 
also concerned with overall coordination of sales policy. Cur- 
rently, there are 21 employees in the Office of General Sales 
Manager. 


D. Operating procedures and programs 


Office of General Sales Manager works with other Govern- 

ment agencies in the development and implementation of sales 
programs. It also works with domestic and foreign food and 
agricultural trade firms and associations to assure understand- 
ing of CCC sales programs. On February 7, 1956, CCC in- 
augurated new sales program under which United States ex- 
yorters may defer payment to CCC for 36 months. . Interest 
is charged on the deferred amount due to CCC. Mr. Daniels 
initiated negotiations with Export-Import Bank to get the 
bank to grant credit to foreign importers. On September 10, 
1956, Export-Import Bank agreed to extend credit to foreign 
importers for a period from 6 to 12 months. Procedurally, 
when a sales policy has been determined, the responsible com- 
modity division in Washington or in the field is directed to 
prepare sales announcement. Press release is then made and 
copy of announcement sent everyone on mailing list. 
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E. Sales results obtained to date 


Dollar sales during the fiscaltyears 1954, 1955, and 1956 
totalled $786,244,000, and $958,384,000, and $973,935,000, re- 
spectively; for the first 5 months of fiscal year 1957 they were 
$915,249,000. ‘The large increase for the first 5 months of 
fiscal year 1957 was largely accounted for by sales of upland 
cotton, which amounted to $583,627 ,000. 


F. Prospects for increasing dollar sales 


During the fall of 1956, Mr. Daniels visited 11 importing 
countries of Europe to determine the possibility of increasing 
dollar sales of United States agricultural surpluses to those 
countries. Mr. Daniels determined that the following ob- 
stacles stand in the way of any material expansion of dollar 
sales to European countries : 

Trade barriers and tariffs 
Dollar shortages 
Longtime preference for products of competing nations 

Mr. Daniels said he also heard many complaints that the 
quality of American farm products did not measure up to the 
quality exported by competing nations. 

Mr. Daniels said that the United States East-West trade 
policy was subject to criticism. Persons interviewed by Mr. 
Daniels pointed out that commodities purchased from CCC 
could not be sold to the East yet a commodity could be proc- 
essed and then sold to the eastern countries of Europe. Rep- 
resentatives of countries visited contended that there had to 
be East-West trade and they contended that United States 
policy was unrealistic. 


G. Future plans to implement the sales organization 
S 


The Department of Agriculture has approved a recommen- 
dation by Mr. Daniels’ office that his office have representation 
im a strategic trade center in Europe. One or possibly two 
representatives of his office will be stationed in Europe within 
the very near future. These representatives will furnish the 
General Sales Office information regarding foreign prices, in- 
formation on pending transactions between foreign traders, 
and other day-to-day information which may affect the sales 
programs of the General Sales Office. 


H. Procedures established to handle funds provided by appropria- 
tions bill 





A separate account has been set up to accumulate expenses 
allocable to the $1 million that was provided to expand and 
strengthen the sales program of CSS. A separate allotment 
is issued and separate obligation records are maintained for 
this account. Expenses charged to this account are restricted 
to those incurred directly by the General Sales Office. No 
undue hardship has been experienced in accounting for the 
funds. 

During the fiscal year 1956 the General Sales Office ex- 
penses totaled $152,912. During the first 6 months of fiscal 
year 1957 the expenses of the Sales Office were $94,287. 
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A. DIyrropuctrion 


By directive dated May 21, 1956, the Committee on Appropriations 
instructed this staff to inquire into several activities of the Depart- 
ment of Agriculture, including the activities of the sales organization 
of Commodity Stabilization Service. The directive stated the com- 
mittee was especially interested in results accomplished to date, future 
nee oe special procedures established for handling the funds 
rovided. 

. The information reported herein, except when otherwise indicated, 
was obtained from Frank C. Daniels, Sales Manager; John H. Dean, 
Deputy Sales Manager, and members of the staff of the General 
Sales Office. 


B. Sprrciat Provision IN THE DEPARTMENT OF AGRICULTURE 
APPROPRIATION Brits, 1956 anv 1957 


In providing funds for administrative expenses of the Commodity 
Credit Corporation, Congress directed in the Department of Agri- 
culture appropriation bill, 1956, that, of the amount provided, $1 
million would be available only to expand and strengthen the sales 
program of the Corporation. The Department of Agriculture appro- 
Hesston bill, 1957, contained a similar provision with respect to a 
ike amount. 


C. ORGANIZATIONAL Setup AccoMPLIsHED To Dares 


The Administrator of the Commodity Stabilization Service (CSS) 
established the Office of the General Sales Manager effective July 1, 
1955, pursuant to authority granted by Public Law 219, 84th Con- 
gress. Mr. Frank C. Daniels was designated General Sales Manager 
and Mr. John H. Dean was designated Deputy General Sales 
Manager. 

In establishing his staff, Mr. Daniels elected to supplement rather 
than supplant existing sales units of CSS commodity divisions in 
Washington. Currently there are 21 employees in the Office of the 
General Sales Manager, 9 of whom are primarily responsible for 
specific commodity sales policies and programs. His staff coordinates 
sales policies and provides a central point for the direction of sales 
policies carried out by the existing sales units of CSS in Washington 
and in commodity offices. 


D. Operating Procepures AND ProeRAMS 


Mr. Daniels has responsibility for determining and directing poli- 
cies and programs to expand sales of CCC commodities, including 
the pricing aspects thereof. His primary concern is with respect. to 
dollar sales. While not directly responsible for programs such as 
barter transactions, Mr. Daniels does have final veto power with re- 
spect to any sales or disposal programs which, in his opinion, may 
adversely affect dollar sales. 

The Office of the General Sales Manager works with other Govy- 
ernment agencies in the development and implementation of the 
sales program. It obtains foreign market information from the 
Foreign Agricultural Service (FAS) and furnishes it with informa- 
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tion about export programs and obtains FAS reaction to proposed ex- 
port programs. 

The General Sales Office through FAS consults with the Depart- 
ment of State on matters of export- pricing policies as they may affect 
world markets or cause interference with the traditional markets of 
friendly countries. It also consults with the International Coopera- 
tion Administration regarding surplus commodities to be programed 
under section 402 of the Mutual Security Act of 1954 and title IT of 
Public Law 480, Agricultural Trade and Development Act. 

Mr. Daniels holds membership on the Inter-Agency Committee on 
Surplus Disposal, and the Inter-Departmental W orking Committee 
which discusses, evaluates, and makes recommendations on various 
programs such as, title 1, Public Law 480; title IT, Public Law 480; 
section 402 of the Mutual Security Act and section 416 of the Agri- 
cultural Act of 1949, as amended. He has a decisive voice in these 
committee deliberations as he has the authority to establish priority 
of programing of any commodity. 

Mr. Daniels and members of his staff consult with domestic and 
foreign food and agricultural trade firms and associations in order to 
enlist their assistance and to assure understanding of CCC sales polli- 
cies and programs. He has also initiated plans for holding a series of 
meetings with United States exporters, banks and rel: ited foreign 
trade groups. These meetings, to be jointly sponsored by FAS, will 
afford further opportunity to discuss CCC’s export sales programs 
aimed at increasing disposal of United States agricultural com- 
modities. 

On February 7, 1956, the Commodity Credit Corporation maugu- 

rated a new sales program under which export sales of CCC-owned 
commodities are made on deferred payment terms. Under this pro- 
gram, a United States exporter may defer payment to CCC for up to 
36 months upon the presentation of an assurance of payment from a 
bank in the United States. Interest is charged on any amount owed 
to CCC by the exporter. 

Mr. Daniels also initiated negotiations with the Export-Import 
Bank of Washington relative to possibilities of the Bank’s extending 
credit to foreign importers. On September 10, 1956, the Export- 
Import Bank announced that under certain conditions it would make 
6- to 12-month loans available to foreign importers who desired to 
import surplus agricultural commodities from the United States. 

Procedurally, when a sales policy has been determined by the Office 
of the General Sales Manager, the responsible commodity division in 
Washington is directed to prepare the necessary sales announcement 
or have same prepared in one of the commodity offices. This sales 
announcement is cleared by the Office of the General Counsel and 
finally approved by the Office of the General Sales Manager. A 
public announcement is then made by a press release and copies of 
the sales announcement are mailed to all persons and firms appearing 
on the applicable mailing list. 
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The following commodities are now being offered for export on a 
competitive-bid basis: 


Wool Grain sorghums 

Cotton, upland Rice, milled 

Cotton linters Corn (nonstorable) 

Cotton, extra long staple Corn (storable) 

Peanuts Dry milk (animal feed) 
Oats Dark tobacco, 1950 and ear- 
Barley lier crop 

Rye 


The principal commodities in CCC inventory which are not offered 
for export on a competitive-bid basis include butter, cheese, dried milk, 
and wheat. 

Butter, cheese, and dried milk are not offered on a competitive-bid 
basis because experience has proven that relationships with friendly 
countries marketing dairy products are better served by offering such 
commodities at a fixed price. The Department is committed to consult 
with other dairy marketing countries before making any significant 
change in the offering price. 

Sales of storable corn for export on a competitive-bid basis were 
suspended late in 1955 to provide an additional outlet for current 
production being marketed by farmers, thereby strengthening pro- 
ducer prices; however, in December 1956, CCC again began to offer 
its storable corn for export on a competitive-bid basis. 

Effective September 4, 1956, the merchandising of wheat for com- 
mercial export, other than for fulfilling barter contracts, was placed 
exclusively in the hands of the grain trade. Wheat export-subsidy 
payments are now made in the form of wheat from CCC stocks. Prior 
to September 4, 1956, almost all wheat exported was obtained from 
CCC stocks. 


E. Sates Resuits OsTatneD To DATE 


Schedule A, which is set forth below, is a tabulation of dollar sales 
for the 3 fiscal years ended June 30, 1956. Since the General Sales 
Office was established July 1, 1955, only those sales subsequent to that 
date could be attributed to the activities of the General Sales Office. 
The sales for fiscal years 1954 and 1955 have been included for com- 
parative purposes. 

Schedule A reflects only those sales which the General Sales Office 
considers to be purely dollar sales. Barter transactions for which 
CCC obtains dollars have been excluded as have section 32 (school 
lunch) sales. 

Subsequent to the compilation of schedule A, the staff was advised 
by the General Sales Office that dollar sales for the period July through 
November 1956 totaled $915,249,000. The substantial increase in 
dollar sales for the first 5 months of fiscal year 1957 can be largely 
attributed to the fact that sales of upland cotton increased materially. 
During this period sales of upland cotton amounted to $583,627,000. 
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Schedule B, which is set forth below, is a tabulation of total dis- 
positions from price support inventories. Under the heading, “All 
other transfers” are included transfers of commodities to the Army, 
Navy, Veterans’ Administration, and General Services Administra- 
tion, and pursuant to Public Law 480, title IT. 

It should be pointed out that donations shown in schedule B have 
not been included in the total dispositions column. The staff was 
advised that the general sales office felt donations should be excluded 
because CCC does not obtain reimbursement for them. 








ce 


eg? “Sie ‘T | T8o “F6 
COS “S62 ‘1 28h ‘YOF 





ot9 “C6 

$08 ‘LET 
ZF9 ‘EET 
96S ‘Ess 


“pO6L A[ne [JUN pezoYyNe Jou SuOTOLSUBIY OXF MB] OTGN » 


“m0J passedo.id & Uy 
seseyoindel O09 Yt SyoRIIMOO JOpuUN S.10Ss0001d 07 PsesSxL] PUB OOf.1 JO SeTrSs sepNpUy « 








*[8}0) GIO] POpNfoOXe pozJeuUuOp soit OUTUIOD JO ON[VA ¢ 
‘Sugjstrviy poouwuy (YO) Zp ‘908 epnpouU] Jou svoq | 











628 “688 “T PFI ‘SIF 
002 ‘900 ‘T$ 028 “6FS 
(sps000.id 
BllOp) (onyTBA 


¢ Suoy!sod 


4809 900) 


“SIP [@IO.L 2 SUOL}RUOG 


(spsed0id 
48]]0p) 
Seles 
ZE “des pus 
S10JSUBIY 


20410 TLV 





1 7 
% | 86F ‘GST | 69% ‘280 ‘I O10 ‘Zz 
‘L p00 ‘S98 | £29 ‘B26 ‘I BEL “86G 
| ee “tI Lez “LTS | $Z9 ‘080 ‘T [bz ‘221 
£29 ‘86$ 0) | Z86 ‘EzR$ | 882 ‘Les 
| | —_ 
(sposooid | 
reTjop) (speso0id =| (speed0id Ie] 
Siojsueiy se{jop) ! -[Op) (pepnie | (spevoo.id 
psounuy (1 91913) ORF | -ll dequeq) | Iv[[op) 
(vOD Mery oNGng | saesaeyoq | sae 
ZOF “09g 





satsojuaaur jioddns aaiud wouif suoisodsip jpjIO,J —g ATAaGAHOYG 


t | 


BI[oOp JO spuesnoy} Uy) 





6h2 “SI6 
C86 “EL6 
FRE “896 
bbs ‘O8L$ 


¢ (Speevoid 
IeT[Op) 
| SOTBS IBTLOG 


OC6, IoyuleAON-Alne 


« 


C61 
oo-PS61 


Po-ES61 












10 


The staff desires to point out that it is difficult to compare sales 
results in 2 or more different years because of changing sales policies. 
For instance, the staff noted in section D of this report that export 
sales of storable corn were suspended in 1955 and reinstated in De- 
cember 1956. It was also pointed out that effective September 4, 
1956, the merchandising of wheat for commercial export was placed 
exclusively i in the hands of the trade. 


F. Prospects ror INcREAstING DoLLAR SALES 


During the fall of 1956 Mr. Daniels visited 11 importing countries 
of Europe to determine the possibility of increasing dollar sales of 
United States agricultural surpluses to these countries. Mr. Daniels 
conferred with agricultural officials and businessmen of these coun- 
tries and determined there are many obstacles standing in the way of 
any material expansion of dollar sales in Europe. These obstacles 
could be summarized as follows: 

Trade barriers and tariffs 
Dollar shortages 
Long-time prefer ence for products of competing nations 

Mr. Daniels stated that he heard many complaints that the quality 
of American farm products did not measure up to the quality exported 
by competing nations. There was also some criticism of United States 
prices and pricing methods. Mr. Daniels advised that these matters 
are being given intense study. 

Mr. Daniels summarized the reactions he obtained during his trip 
with respect to the possibility of increasing the exportation of specific 
commodities, as follows: 

WHEAT 


Austrian flour mills complained about the quality of some imports of United 
States Dark Northern spring wheat, and samples Austrian officials sent our 
Department of Agriculture bear out their complaints to some extent. In most 
European countries, including Austria, Canadian No. 1 Manitoba Northern 
wheat is preferred over comparable American varieties for flourmaking. Because 
of this longtime preference for Canadian wheat, exports of off-quality United 
States wheat are especially unfortunate at this time. 

In England, flour millers told me that they preferred the Canadian and Aus- 
tralian method of “deferred pricing” over ours. Deferred pricing gives millers 
an opportunity to select the most favorable price over a period ranging from 
date of purchase to 5 days before arrival. The price of United States wheat is 
fixed at time of purchase. However, changing our present method of pricing 
wheat would present great administrative problems, and we would have no 
assurance that the change would increase sales. 

After September 1, the British dropped the mandatory 80-percent extraction 
rate for wheat flour. The rate probably will drop to about 72 percent. British 
flour millers then will have more flexibility in their milling operations and may 
be able to use more United States wheat for blending and filler. 

Continued demand for 14-percent protein wheat from Gulf of Mexico ports to 
British markets appears a reasonable possibility. 

A group of German businessmen saw an opportunity for moving large quan- 
tities of wheat now in the German stockpile and of replacing it with fresh stocks. 
They also pointed out that large quantities of “wet” wheat harvested in Kurope 
in 1956 must be moved quickly, as it cannot be stored. It was my impression 
that they planned to move at least a portion of this wheat to Soviet-bloc countries 
and replace it with wheat from the United States. 
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CORN AND OTHER FEED GRAINS 


There does not appear to be much possibility of expanding dollars sales of 
corn and other feed grains in Europe in 1957. Production of barley was excep- 
tionally heavy and output of other feed grains was above average. Also, much 
of the “wet” wheat referred to above will move into feed channels. All in all, 
the demand for United States feed grains promises to be slight. 


COTTON 


Representatives of the Austrian Federal Chamber of Commerce Cotton Spin- 
ners Association said that Austrian spinning mills have complained about the 
quality of CCC cotton. They said that they buy good Middling but receive 
cotton with a staple length of 14g inch which results in a high combing loss. 
There also have been complaints to the effect that 3 to 4 “country” bales are 
pressed into 1 export bale, which they say, is not very favorable for an even 
quality. 

Austrians also complain, in connection with cotton bought under Public Law 
480, that they have no opportunity to examine the quality of the bales before 
arbitration at Bremen. If the bales do not meet contract quality, the mills are 
not allowed to put the bales to the disposal of the exporter. The mills ean file 
a claim for the difference for lower quality, but they receive cotton which they 
cannot use. The mills believe that there should be a clause concerning the re- 
placement of these bales—a usual procedure in trade contracts. 

One German importer believed that our cotton catalog should be improved— 
that classing should be more accurately and clearly indicated. He also thought 
that there should be no mixed shipment of yellow and white. 

Belgian cotton industry representatives were critical of our cotton export 
sales program because United States cotton was being offered on competitive 
bids instead of a straight fixed export subsidy basis. The representatives 
argued for the fixed subsidy basis on the ground that it would give greater sta- 
bility to world cotton prices and permit hedging on the cotton futures market. 

The secretary of the cotton spinners of Holland voiced a similar complaint. 
Cotton importers, he said, cannot hedge because a futures market is not avail- 
able. To reduce losses, spinners buy for immediate requirements only. The 
spinners wait for the lowest prices until the last moment, thus reducing stocks 
to abnormally low levels. In the secretary’s opinion, the Netherlands cotton 
trade prefers a subsidy system and restoration of hedging facilities. 

Members of the Bremen, Germany, Cotton Exchange felt that a subsidy pro- 
gram would afford both exporters and importers a better method of selling than 
the competitive bid basis now used by the United States. The Bremen officials 
also were afraid the United States might not continue its policy of maintaining 
uniform prices and an even flow of merchandise into the export market. 


TOBACCO 


Representatives of Belgium’s tobacco industry told me that the generally 
declining use of United States leaf tobacco traces to increasing price trends for 
the medium and low grades used by Belgian manufacturers. Retail price ceil- 
ings are in effect for manufactured tobacco products in Belgium, and the in- 
dustry has been compelled to switch over to other countries for its leaf supply, 
where tobaccos of almost the same quality are cheaper than United States 
tobacco. 

In Sweden, the director of the Tobacco Monopoly told me that there would 
be increasing purchases of United States tobacco in 1957. 

The Reemtsma Tobacco Co., one of the largest independent firms in Germany, 
buys large quantities of tobacco in the United States market. An official of the 
company explained in detail how, with the coming of the filter cigarette, the types 
of tobacco used in the cigarettes have also changed. In this connection he said 
that the Coker tobacco produced in this country is of very little value in the 
production of filtered cigarettes in Europe. 

Austrian Government officials reported that they are looking for leaf to- 
bacco from India and Rhodesia because of the high prices for low-grade United 
States Virginia leaf. 
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SOYBEANS 


In London I met with officials of one of the world’s largest users of vegetable 
fats and oils in the world. They stated that in their approach to raw materials 
markets, it is their policy to keep business and politics separate as much as that 
is possible. They said that they must obtain their raw materials throughout 
the world as cheaply as possibly to avoid competing with these same cheap raw 
materials in the market place. In this connection, they said that they were 
watching the development of the soybean crop in Manchuria very closely with 
the possibility that they might obtain part of their raw material needs there. 
In view of our large 1956 soybean crop, it is important that we keep an eye on 
the development of competition, particularly from Communist China. 

An official of the oilseed-crushing plant in Germany pointed out that the 
United States was facing increased competition from other countries producing 
oilseeds, and he mentioned Manchuria. He said that Manchurian soybeans are 
preferred in Germany because they are much cleaner. He added that high ocean 
freight rates made the purchase of clean beans mandatory. 

At a meeting with oil representatives in Austria, I said that United States 
soybeans would be availabie at competitive prices and that the Commodity 
Credit Corporation prefers, for economy reasons, to export oilseeds instead of 
oil. It developed, however, that Austria has only four extraction plants, two 
of which are small. So it is not profitable at present to process imported oilseeds 
in Austria, because the mills cannot compete with the crude oil that is imported 
duty free. 

FLAXSEED 


Representatives of the Belgian fats and oils industry told me that large im- 
ports of United States flaxseed into Belgium cannot be expected because of the 
high amount of foreign material in our flaxseed. On the basis of quality, the 
Belgians rate flaxseed from Canada first, Argentina second, Belgium third, 
and the United States fourth. 

The principal criticism of United States flaxseed is that shipments contain 
too much dockage, usually amounting to 10 percent. The dockage consists mostly 
of wild grains and weeds. The Belgians further pointed out that even with 
completely clean United States seed, oil from Canadian seed is superior because 
of lesser sediment content. 

In Germany, a representative of a large oilseed-crushing plant expressed a 
preference for Canadian and Argentine flaxseed, and for the same reasons set 
forth by the Belgians, 

DAIRY PRODUCTS 


Prospects for selling surplus dairy products in Europe are very poor. In Eng 
land, the problem is dollar shortages. A number of other countries, including 
Denmark, Holland, Sweden, and Switzerland, are net exporters. In Germany, 
I was told that our sale of 6.5 million pounds of butter a year ago complicated 
arrangements with countries normally supplying the German market and that 
the German Government would be loath to issue any new licenses for some time 
to come. There appears to be a continuing demand for milk powder for feed 
use in. some countries—France and Austria, for example—but dollar shortages 
are likely to keep the volume small. 


ADDITIONAL OBSERVATIONS 


In discussions with Government officials and businessmen, it was apparent 
that there was widespread apprehension about the manner in which the United 
States would handle disposal of its large surplus stocks. Every effort was made 
to assure these people that it is the sincere desire and intent of the Department 
of Agriculture to pursue a policy of orderly liquidation that would not demoralize 
world markets. 

Denmark, being a maritime nation, objected to the shipping clause of Public 
Law_ 664, 83d Congress, 2d session which requires that half of the products 
shipped abroad under Government-sponsored programs be shipped in United 
States ships. Danish officials objected to the law on two counts: (1) It limits 
the volume of surplus exports which might be carried on Danish ships and, (2) 
it has been used as a precedent for similar laws in other countries. Austrian 
officials also report that the 50-50 clause has created problems. 

In France, representatives of the grain trade were firm in the opinion that the 
United States should place its major emphasis on sales for dollars instead of 
sales under title I, Public Law 480, the reason being that if we are not careful 
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we will be in the position of supplying the market in the countries with soft 
currency while our competitors will be enjoying the market in countries that have 
hard currency. 

Throughout the entire trip our East-West trade policy was subject to ques- 
tioning and criticism. It was pointed out that commodities purchased out of 
CCC inventory moving, for example, into Germany could not be sold to the Hast; 
yet the commodity could be processed and then move into the Eastern countries. 
it was contended over and over again that there was going to be East-West 
trade, that there had to be East-West trade due to the economic necessity of 
these countries working with one another. Despite any explanation I could give 
of our position, it was contended we were unrealistic. 


G. Furure Puans to IwepLtEMENT THE SALES ORGANIZATION 


Mr. Daniels advised this staff that as a result of his European trip 
and his experience since the General Sales Office was established, he 
recommended that his Office have representation in a strategic trade 
center in Kurope. This recommendation has been approved by officials 
of the Department of Agriculture and at the present time it is con- 
templated that one or possibly two representatives will be stationed 
in Kurope within the near future. 

Mr. Daniels stated that the function of such representation would 
be: 


* * * to furnish the general sales manager first-hand information regarding 
foreign prices, reports of pending transactions between foreign traders, all 
information that would affect our day-to-day selling prices and quantities 
offered for sale, and other information which would facilitate our selling 
efforts; to furnish European traders accurate and comprehensive information 
of CCC sales procedure and policies; to keep the agricultural attaches fully 
advised of our sales and the reasons for changes in policies, withdrawing of 
programs, etc. The representative shall in effect establish a listening post to 
keep us advised of changing trade conditions; to pass on to us the type of trade 
speculation that is such a part of trade itself and to quiet trade rumors abroad 
that are unfounded thereby causing unsettled markets and which are detri- 
mental to our selling efforts. * * * 

Mr. Daniels said the only other implementation being considered 
at the present time relates to the utilization of consultants obtained 
from the trade whenever necessary to assist in specialized phases of 
the merchandising program. 


H. Procepures Estasuisnep tro HAanpite Funps PrRovipep By 
APPROPRIATIONS BILL 


The Fiscal Division of CSS provided the following information 
with respect to the funds asneliied by the General Sales Office : 

Administrative expense funds for expansion and strengthening 
sales programs in the amount of $1 million were provided in each of 
the fiscal years 1956 and 1957. 

A separate account designated as .002 has been set up to accumu- 
late expenses allocable to the $1 million that was provided by each of 
the appropriation bills. A separate allotment is issued and separate 
obligation records are maintained for this limitation (account). Ex- 
penses charged to this limitation are restricted to those incurred 
directly by the general sales manager and members of his staff. This 
staff was informed that no undue hardship has been experienced in 
accounting for the funds expended by the General Sales Office; that 
it has necessitated the establishment of one additional account. 
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The following is a breakdown of costs charged to limitation .002 
in fiscal year 1956 and for the first 6 months of fiscal year 1957: 














Object classification limitation .002 | Fiscal year July 1- 

1956 Dec. 31 
INNING. abt cine cceciccddccsscnusdbdlose dudueccktdaduscoese= $111, 585 $79, 494 
re ee ee iat id dd thd dda ctlbvetmesdanshsstsodas- | 9, 380 2, 290 
I a nd dase nc aiibenadomaenesspe bepeue 32 34 
04 Communications. --_.........-...-..-- pk ecich kinetin diate dntaeh teiaadnd ae 3, 628 3, 500 
05 Rents and utility services_-_..-..- ditidéds Hobuhdssilababosbeanbugassse: 748 494 
es sswashigmnneiebaiiinnaswas Slee 852 863 
os oo csp decendsddudbansassubiaceccceuses 24, 351 7, 054 
08 Supplies and materials --_--..............- dindata teased dk tei dcaihadliekle a 1, 978 558 

18 Refunds, awards, and indemnities.........................--.-.-.-....-- | ae 

ee I on oc mipncanesccncscccnccogacte a esl a oie ae tai teneinitnien 
i i ed aa cient 152, 912 | 94, 287 








Comments oF Unrrep Srates DepaRTMENT OF AGRICULTURE ON A 
Report TO THE CoMMITTEE ON APPROPRIATIONS, UNITED STATES 
Hovsp or RepreEsENTATIVES, ON ACTIVITIES OF THE GENERAL SALES 
Orrice, Unrrep States DEPARTMENT OF AGRICULTURE 


The Department of Agriculture has no special comments to offer 
on this report, which it believes to be an accurate and fair presenta- 
tion of the activities of the Office of the General Sales Manager and 
the sales organization of the Commodity Stabilization Service. 


A REPORT TO THE COMMITTEE ON APPROPRIATIONS, 
UNITED STATES HOUSE OF REPRESENTATIVES, ON 
COMMODITY STABILIZATION SERVICE, UNITED 
STATES DEPARTMENT OF AGRICULTURE 


SURVEYS AND INVESTIGATIONS STAFF, DECEMBER 1956 


SuMMARY 
I. Introduction 


Study made of the operations of the Commodity Stabili- 
zation Service (CSS) and Commodity Credit Corpora- 
tion (CCC), including a detailed review of the 1956 uni- 
form grain storage agreement, as well as reevaluation of 
certain findings and conclusions submitted in staff’s report 
of December 1955. 


II. 1956 bin procurement program 


CSS determined its 1956 bin requirements approxi- 
mately 3 months earlier than in 1955 and by allowing suffi- 
cient time for this procurement, CSS was able to establish 
realistic delivery dates and award contracts on low-bid 
basis as suggested in staff’s 1955 report. 

III. 1956 uniform grain storage agreement (UGSA) 
A. Introduction 

The current UGSA was finalized in April 1956, incor- 
porating several changes including some suggested in staff’s 
December 1955 report. 

B. Truck receiving rate 

A lower truck receiving rate was recommended by the 

staff in its 1955 report for interwarehouse movement of 
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CCC grain to terminal position. 1956 UGSA incorporates 
lower truck receiving rate of 214 cents per bushel for oats 
and 314 cents per bushel for all other grain on any inter- 
warehouse truck movement of CCC grain. Published tar- 
iffs.in Pacific Northwest prescribe lower truck receiving 
rate for “free” grain. Some California terminals volun- 
tarily accepted receiving rate of 1144 cents per bushel for 
interwarehouse movement of CCC grain. Since CSS does 
not have adequate cost data to negotiate UGSA, staff rec- 
ommends cost studies be made promptly for future nego- 
tiations. CSS failed to point out shortcomings of Uni- 
versity of Washington report on this subject when making 
it available to the trade during the negotiation meetings. 
C. Anniversary payments 

Anniversary payments first authorized in 1954 UGSA 
to compensate country elevators for loss of commercial 
revenue due to large CCC inventories which affected nor- 
mal turnover and to reimburse terminals for conditioning 
grain during second and ensuing storage years. 

Anniversary payments were based upon age of warehouse 
receipts and not on actual age of CCC grain in storage. 

CSS estimated minimum amount earned by warehouse- 
men to December 31, 1955, approximated $26 million. 
Kansas City commodity office stated 10 firms alone earned 
approximately $2 million. 

1956 UGSA dropped anniversary payments but blended 
part of them into a level storage rate. 

Staff’s limited survey of turnover in 1956 indicated turn- 
over varies considerably between areas and within specific 
areas. Further it indicated that substantial portion of 
anniversary payments made for lack of turnover could not 
be justified. 

D. Accumulation of premiums and discounts 

Prior to 1952 premiums were dropped after settlement 
had been made for a particular crop year. 1952 UGSA 
provided that premiums would be carried forward indefi- 
nitely. When 1956 UGSA was negotiated, it provided that 
unused premiums be dropped at the end of the third year 
following the year accrued. 

Premiums on the books of the Minneapolis office totaled 
$8,911,872 as of June 30, 1956, which represented an in- 
crease of approximately 900 percent within a period of 2 
years. 

Staff is cognizant that country elevators cannot at all 
times load out precisely the quality of grain called for by 
load-out orders and, therefore, there is some justification 
for accrual of premiums. However, staff notes with con- 
cern that CSS officials agree that a portion of the accrued 
rane probably is unearned but they are unable to say 

ow much is unearned. 

The director of the Minneapolis office believes that 
the buildup of the premium account probably has been 
accelerated by the tendency of warehousemen to minimize 
the grades established for CCC loan grain. 

91412—57—pt. 6——2 
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The staff believes the loan-rate structure itself tends 
to encourage minimizing of grades as loans are made on 
the basis of numerical grade only with no consideration 
being given to grading factor within grade. Staff recom- 
mends that further study be made by CSS to determine 
the extent to which ac crued premiums are unearned. It 
is suggested consideration be given to placing a limitation 
upon the amount of premium that may be accrued and 
the amount of discount may be applied. 

E. Warehouemen’s liability for broken grain 

1954 UGSA limited the warehouseman’s liability for 
broken grain. This was retained in 1956 UGSA when 
the trade objected to any modification of this provision. 
Losses to CCC from July 1, 1954, to March 1, 1956, 
amounted to $7,091.87. Because of diffic ulty of fixing 
responsibility ‘ehiler this provision, warehousemen were 
assessed only $885.33 for brokens. 

While the loss experienced by CCC has been small, it 
could become sizable because «a warehouseman could de- 
liver to CSS brokens caused not only by storage of CCC 
grain, but also by warehouseman’s commercial operations. 

In view of potential loss, the staff recommends that 
CSS, Washington, require commodity offices to submit 
periodic re ports reflecting their experience under this pro- 
vision. Should the loss increase materially, it is recom- 
mended that when UGSA is again negotiated, the section 
pertaining to brokens be revised to require CCC to accept 
only its pro rata share. 

F. Protein tolerance 

1950 UGSA had a protein tolerance of three-tenths 
percent which was reduced to one-tenth percent by 1952 
UGSA. This tolerance was increased to three-tenths per- 
cent in the 1954 UGSA and remained the same in the 1956 
agreement. Staff’s investigation reflected warehousemen 
were loading out on average the same protein that was 
called for by load-out orders and therefore the staff makes 
no recommendation with respect to this provision of 
UGSA. 

G. Miscellaneous 

First UGSA was written in either 1938 or 1939 at the 
request of the Department of Agriculture in order to pro- 
vide a uniformity of responsibility and liability of ware- 
housemen who were then storing CCC grain for the first 
time. 

CSS submitted a list of 15 firms who had received largest 
payments under the UGSA for the year 1955. These pay- 
ments ranged from $703,615.38 to $9,613,492.08. 

No information available through Government sources 
indicating the amount of ac celerated depreciation taken by 
the recipients of the 15 largest payments. 


Forwarding agents 


A. Background from prior inquiries. 
Staff's December 1955 report stated that forwarding 
agents (fobbers) are utilized by the Chicago office at 4 








17 


east coast ports, and were paid fees of $436,096.06 for the 
2 fiseal years ended June 30, 1955. 

Dallas office performs all its own fobbing at all gulf ports 
through the Houston outport office, theoretically saving an 
estimated $154,715.68 by performing its own fobbing. 
Portland office accomplishes all grain export operations on 
the west coast without utilizing either fobbers or an outport 
office. 

Staff suggested in its 1955 report that the Chicago office 
could effect a savings by setting up a centrally located out- 
port office on the east coast. 

B. Contracts with fobbers 

CCC fobbing contracts with six fobbers on the east coast 
are noncompetitive in nature and some date back to 1947. 
They prescribe identical fees of one-quarter cent per bushel 
for handling CCC grain. 

C. Fobbing fees paid on fleet storage 

During 1956, approximately 40 million bushels of wheat 
were either loaded into or discharged from the Hudson 
River fleet and the James River fleet. The fobbers were 
paid a quarter of a cent per bushel or approximately 
$100,000. 

Smee the Chicago office has a total of 45 employees sta- 
tioned at the 2 fleets, it is believed that these grain tech- 
nicians could handle the functions of the fobber with the 
exception of the preparation of the inventory acquisition 
and depletion records which could be handled by clerical 
personnel of the Chicago Commodity office. 

D. Personnel cost estimates for New York CSS fob- 
bing operation 

During 1952-53, the New York office performed its own 
fobbing at the ports of Albany and New York. Personnel 
in charge of this temporary fobbing operation advised 
that it was performed by existing CSS personnel who ab- 
sorbed the work along with their other duties. It was es- 
timated by the former personnel that personnel costs for 
establishing an outport office on the east coast would range 
from $25,000 to $50,000 but such personnel would not be 
required to devote their full time to fobbing and could 
handle other CSS work. 

KE. Grain handling practices on the east coast 

Staff reviewed USDA, CSS, Compliance and Investiga- 
tion Division reports prepared in 1954-55 dealing with 
grain handling practices at public railroad terminals at 
Baltimore and Philadelphia. CCC has no contact with 
these elevators other than through their forwarding 
agents. These reports revealed that CCC’s high-quality 
grade of grain was blended and mixed with lower quality 
grain of other depositors, including that of the CCC for- 
warders. The reports indicate that there was a conflict of 
interest between fobbers merchandising grain in their own 
behalf while operating as fobbing agents for CCC. It 
is further indicated that while CCC permitted the trade 
to blend off its own inferior stocks with CCC stocks, CCC 
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contended that it suffered no loss since it received on load 
out the same numerical grade of grain that was shipped 
to the terminal. Reports indicate that there was rela- 
tively little control exerted by CCC or AMS with respect 
to the activities of the fobbers. 

The staff recommendes in view of the extensive blending 
operations which have prevailed at Baltimore and Phila- 
delphia, that CCC should consider performing its own fob- 
bing in order to have personal representation at Baltimore 
and Philadelphia. 


V. Cash grain commission merchants 


A. Discussion of use of commission merchants 

The staff reported in its December 1955 report that fees 
totaling $489,072.33 were paid to cash commission mer- 
chants during fiscal year 1955 in areas covered by the Chi- 
cago, Kansas City, and Minneapolis offices. These offices 
continue to utilize commission merchants. Dallas and 
Portland offices merchandise CCC grain without utilizing 
commission merchants. The staff further studied the uti- 
lization of commission merchants in the Chicago area, and 
found that the Chicago office utilizes them to sell inbound 
cars of nonstorable grain at locations where there are or- 
ganized markets. At inspection points that do not have 
organized markets, merchandisers of the Chicago office 
sell nonstorable inbound grain. They also sell all out- 
bound nonstorable grain regardless of terminal location. 

The Chicago office allocates all cars sold by commission 
merchants to them on an allocation basis recommended by 
the Chicago Commission Merchants Association. Occa- 
sionally, the Chicago office rejects a sale by a commission 
merchant and tells him where he can obtain a better price. 
Because merchandisers of the Chicago office are in constant 
touch with market conditions, it is felt by them that they 
could merchandise all CCC grain at a saving to the Govern- 
ment. 

Representatives of the trade were critical of the claim 
that CCC could save money by merchandising its own 
grain. Mr. Frank Higgins, president, National Federa- 
tion of Cash Grain Commission Merchants Association, ad- 
vised the committee, in part; “* * * there is, we believe, 
every reason for CCC to make a fair and honest test of the 
cost of using commission merchants, * * *” 

Staff’s investigation indicates the probability that there 
was more free grain available to be merchandised by com- 
mission merchants both in the Minneapolis area and the 
United States as a whole in 1955 than there was in 1940 

B. Conclusions 

While the trade has alleged that Government merchan- 
dising activities have seriously curtailed the operations of 
commission men, it appears to the staff that they fail to 
consider the following facts: 
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1. There is still a very considerable amount of free 
grain, possibly more than there would be without the 
Government price-support program. 

2. Throughout the country there has been a trend 
for years for the trade itself to bypass the cash com- 
mission merchant. More and more, large merchan- 
disers, processors, and exporters are buying directly 
from the producer. Acquisition of country elevators 
by merchandisers and processors has reduced the 
amount of free grain which would otherwise be mar- 
keted through commission men. Movement of grain 
by truck has accelerated the trend toward direct mar- 
keting by the producer. 

3. In the Southwest and West the commission 
merchant has never been an important or necessary 
trade channel. 

The staff believes that the problem as to whether the 
use of commission merchants should be continued depends 
in part upon an interpretation of the CCC charter. If cost 
is to be a factor, a study should be made to determine the 
relative cost of CSS merchandising CCC grain versus cost 
of commission men selling CCC grain. If commission men 
are to be used regardless. of cost, steps should be taken to 
be sure that they are utilized in the most advantageous 
manner by CSS. 

VI. Movement of grain 

Staff previously reported CSS anticipated a storage 
problem in Midwest in July 1955 and decided to ship about 
14 million bushels of corn to the west coast. Shipments 
finally completed February 1956, totaling approximately 
17.4 million bushels. Majority of corn shipped from 
Minnesota and South Dakota, and made subsequent to 
Pepromtes 1, 1955. 

ee 1955 corn production forecast for Minnesota 
and South Dakota was 64.8 million bushels below the July 
1955 estimate which had prompted CSS decision to move 
corn. Actual production for both States was approxi- 
mately 50 million bushels less than July 1955 estimate. 
From September 1, 1955, to March 1, 1956, unused bin 
capacity in the 2 States ranged from 46 million to 55 million 
bushels. 

CSS sold approximately 9.5 million for export with ap- 
proximately 4.9 million going to Europe. Staff believes, 
since anticipated storage problem did not materialize in 
September 1955, CSS should have canceled further ship- 
ments and avoided out-of-line movement which resulted 
in estimated loss of $1.5 million. 


VII. Exchanges made under consolidation and rotation programs 
In its January 1956 report, staff stated prior to July 15, 

1955, Minneapolis office made two-way exchanges pri~ 

marily with mills in which CCC frequently exchanged 

country wheat for terminal wheat. No terminal charges 
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or commissions were allowed, and CCC usually obtained a 
3-cent premium because country wheat outsold terminal 
wheat from 3 to 7 cents per bushel. 

Under a new program initiated July 15, 1955, Minne- 
apolis office began making exchanges, paying a terminal 
charge of 2 cents and allowing commissions of about 214 
cents per bushel. Additional costs of new program to 
February 29, 1956, were approximately $827,000 on ex- 
changes involving 9,860,395 bushels of wheat. Exchanges 
to October 31, 1956, totaled 11,264,770 bushels. 


VIII. Sale of garlicky wheat 


Between March and June 1955, Chicago office sold ap- 
proximately 4.3 million bushels of light garlic ky and gar- 
licky wheat, over half of which was sold at discounts of 
50 cents per ‘bushel. In prior years, Chicago had been able 
to sell this wheat at a 10-cent discount. 

Staff was advised sales at 30-cent discount made because 
insufficient demand existed for quantity offered in short 
period of time. Sales made to make room for producers’ 
current wheat crop. 

In April 1955, CCC was purchasing No. 2 Soft Red 
Winter wheat at Baltimore for $2.2914 a bushel while 
selling garlicky Red Soft Winter wheat at $2.0414 a bushel. 
A trade source stated this permitted elevators at Baltimore 
to make a minimum profit of 15 cents per bushel based 
on a cost of 6 to 8 cents to clean garlicky wheat. 


IX. Undesirable varieties of wheat 


In August 1955, United States Department of Agricul- 
ture announced discount of 20 cents per bushel would apply 
to 24 wheat varieties designated undesirable under 1956 
price-support program. In August 1956, a similar an- 
nouncement made for 23 varieties under the 1957 program. 

Production of undesirable varieties dropped from 32 mil- 
lion bushes in 1954 to 16 million in 1955, and indications are 
1956 production will be even less. CSS unable to deter- 
mine extent of undesirable wheat in CCC inventory or 
extent to which they have been supported in past. 


X. Maintenance and operation of bin sites 


Staff’s analysis of operations of 22 bin sites in Nebraska 
reflected approximately 1.7 million bushels of corn stored 
an average of 2.41 years resulted in shrinkage and dete- 
rioration | pur bushel loss of 1.41 cents per annum. Staff 
believes its conclusion that this operation was an efficient 
one, originally stated in its December 1955 report, was a 
valid one. 


XI. 1952 cottonseed products purchase program 


Staff’s December 1955 report indicated that San Joaquin 
Cotton Oil Co. and Western Cotton Products Co. might 
have tendered to CCC products produced from ineligible 
cottonseed. Department then studying matter to deter- 
mine if claim would be filed. Staff informed that viola- 
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tion, if any, was technical one and that no claim will be 
filed against either firm. 


XIT. Purchase and resale of butter and cheese under DA—112 


Department of Justice has filed 5 civil actions against 5 
of the companies which received payments pursuant to 
DA-112 program. Ten of the companies receiving 
ments ander T DA-112 have brought eight suits against ECC 
in Federal courts at Madison, Chicago, and Minneapolis. 
None of the actions has been tried to date. 


XIIT. Equity payments 


Department of Agriculture proposed legislative program 
contains recommendation to amend Agric ‘ultural Act of 
1949 to make unnecessary payments to produc ers when the 
market value of the collateral is in excess of the loan value 
plus charges at time of maturity. Enactment of this 
amendment would result in savings in administrative ex- 
penses and in the amount of equity payments which would 
otherwise be made. 

XIV. Burrus Mills, Inc. 

In the spring of 1954, CCC, because of a tight storage 
situation, agreed with Burrus, Mills., Inc., to store wheat 
in tents to be erected by Burrus Mills., Inc., at St. Joseph, 
Mo. Ultimately, approximately 35 million bushels of 
wheat were stored in these facilities. 

On March 6, 1956, Mr. Burrus notified CSS that he would 
be unable to maintain condition of grain. On July 13, 
1956, CCC and Burrus Mills, Inc., executed an agreement 
which provided that Burrus would load out all grain stored 
in tents. 

Total liability of Burrus to CCC will not be known until 
all wheat is lo: ided out, which is expected to be completed 
in the spring of 1957. 

As of November 30, 1956, settlement has been made on 
19,617,705 bushels. Burrus’ liability on this grain, loaded 
out from both St. Joseph and Fort Worth, was $2 3,341,710, 
against which CCC was withholding the payment of $2,- 
705,031 in storage charges due the firm. In addition, CCC 
holds first mortgages on real property of Burrus Mills, 
Inc., which is appraised at about $13 million or $14 million. 


I. Inrropucrion 


By directive dated May 21, 1956, the Committee on Appropriations 
instructed this staff to make inquiry into several phases of the opera- 
tions of the United States Department of Agriculture. 

This report has been prepared pursuant to that part of the directive 
which requested a continuance of the Commodity Credit Corporation 
study initiated in 1955, in order to complete findings on certain points 
and to reexamine certain conclusions in the light of recent testimony 
of representatives of the warehousing industry before the committee. 

The report also includes information with respect to that part of 
the directive which requested the staff to obtain data concerning the 
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extent to which CCC inventories include undesirable commodities 
which have been supported at a price above their true value. 

Separate reports relative to the balance of the committee’s directive 
are being submitted. 

In developing the information contained herein, the staff reviewed 
testimony of trade representatives who appeared before the commit- 
tee in March 1955. It also reviewed the reply made by officials of 
the Department of Agriculture to the staff’s report of December 1955. 

The staff’s investigation included a detailed review of the new uni- 
form grain storage agreement which was finalized in April 1956, as 
well as a review of the transcripts of hearings held with the trade 
during the negotiation of the new UGSA. Officials of CSS, Wash- 
ington, Chicago, Kansas City, Minneapolis, and Portland and mem- 
bers of the trade were interviewed for supplemental information. 
Pertinent files of the Department of Agriculture in Washington and 
in the field were reviewed. 


II. 1956 Bron ProcureMEeNtT Program 


The December 1955 report of this staff pointed out that CSS did 
not determine its 1955 grain bin requirements until July 22, 1955. 
As a result of this and early delivery requirements, it was not possible 
for CSS to obtain the required number of bins from the low bidder, 
or even from all bidders within the desired delivery dates. 

The staff suggested that had CSS allowed sufficient time for orderly 

rocurement it would have been able to make awards on the basis of 
ow bids and effect a considerable monetary saving on the bins pro- 
cured. 

During*1956, the Grain Division, CSS, purchased 33,526 grain bins 
having a total capacity of 108,959,500 bushels. Under announce- 
ment GR-337 the major portion of CSS bin requirements, or 30,765 
bins, were procured under an invitation to bid dated April 2, 1956. 
The remaining 2,761 bins were procured under a second invitation 
to bid made on June 29, 1956. 

The contracts were awarded to the lowest bidder, meeting specifica- 
tions, for each State in which a requirement existed. All acceptable 
bidders were awarded contracts for the full amount of their offer 
with one exception which was due to lack of requirements for the full 
offer. Nine contracts were negotiated for the purchase of the 33,526 
bins and delivery of all but 700 bins was made within the contract 
delivery dates. 

It appears that CSS, by determining its 1956 bin requirements ap- 
proximately 3 months earlier than it did in 1955, accomplished its bin 
procurement for the current year in accordance with the staff’s pre- 
vious suggestions, thereby obviating the necessity for accepting higher 
bids and unrealistically short delivery dates. 
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III. 1956 Unirorm Grain Storage Acreement (UGSA) 
A. INTRODUCTION 


The staff’s December 1955 report stressed the following features of 
the 1954 UGSA which appeared to require corrective action: 


1. Truck receiving rate at terminal position for receipts of 
CCC grain. 

2. Anniversary payments. 

3. Premiums and discounts. 

4. Warehousemen’s liability for broken grain. 

5. Protein tolerance. 


Negotiations between CSS and the trade relative to a revised UGSA 
commenced in November 1955 and formal meetings were held with the 
trade in Chicago on December 15 and 16, 1955, and at Kansas City on 
February 7, 1956. At these meetings a cost study performed by the 
University of Washington on the relative cost of receiving grain by 
truck and by rail at eight Pacific Northwest elevators was discussed, 
and at the Kansas City meeting Mr. Roy Hendrickson introduced the 
summary table of this study into the record to support. the trade’s 
contention that the truck receiving rate should not be adjusted. Be- 
cause of the possible impact the University of Washington study 
might have had on the negotiation of the 1956 UGSA or may have on 
future negotiations, the staff made an analysis of the University of 
Washington findings which will be discussed later in this report. 

On January 12, 1956, a conference was held in Washington, D. C., 
to hear arguments for and against a petition filed by motor carriers 
of the Pacific Northwest. 

The following is the schedule of rates of the 1956 UGSA which was 
approved April 16, 1956: 

Commodity Credit 


Corporation Form 25-1 
(4-16-56) 


U. 8. DEPARTMENT OF AGRICULTURE 
COMMODITY STABILIZATION SERVICE 


COMMODITY CREDIT CORPORATION 


SCHEDULE OF RATES 


1956 supplement to uniform grain storage agreement No. _____- 
(All grain to be fully insured at warehouseman’s expense) 
(All charges on bushel basis) 


Subject to the provisions of the above-numbered agreement, this supplement 
shall become effective as of May 31, 1956, or June 30, 1956 (depending upon 
whether May 31 or June 30 is the annual renewal date of the agreement as 
specified in section 28 thereof), and supersedes all previous Schedules of Rates as 
of such date and shall continue in effect thereafter until superseded. 
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ecnditioning, and 


Receiving charges (cents) Storing, insuring, 
' 
| 


| all other charges ¢ 
[ By truck Load- (thousandth of a 
Commodity Areas ingout' cent per day) 
ere Pets sd By rail | charges; = = 
| or (cents)3) 
Com- | Identity | water | Com- | Identity 





mingled ! pre- mingled | preserved 


served 2 











| | 
| 
(1) (2) | (4) (4) | (5) (6) | (7) (8) 
| 
Oats....-.- bcin peicecenasteest Meese 2% 2 14 4 32 32 
Corn...-...- wri = opie Sethian Saeats ..-do 334 214) 114 % 45 | 40 
SS ccastieennesorennnnpebeet dx .-.do 434 3) 1% 3% 45 | 40 
Wes dcddt app inn Si Eo dst ds deka cde ae 6% 4\4| 2 34) 49 | 44 
‘Wheat and all other grain--- aa 5%) 4 1% 34 43 43 
| TI 5% 4 | 1% %% 45 | 45 
IIT_...| 614| 4\4 114 % 46 | 46 
IV 74 5 1g] a 47 | 47 
| Vv. 74 5 14 34 49 | 49 


! The receiving charge on any inter-warehouse truck movement of Commoditv-owned grain shall be at 
a rate not to exceed 244 cents per bushel for oats and 3% cents per bushel for all other grain. 

2? Applicable only to Commoditv-owned grain from Commodity-owned facilities which the warehouse- 
man, under the conditions prescribed in section 6 (b) of the above-numbered agreement, elects to accept 
for storage or handling only on an identity preserved basis. Except as otherwise provided in this schedule 
of rates (see footnote 1) and unless otherwise mutually agreed by the warehouseman and Commodity, 
the charges shown in col. (3) are applicable to all other grain received by truck for storage or handling only 
on an identity preserved basis. 

3 The loai-out charge on grain subject to the terms of this agreement received by truck prior to the effec- 
tive date of this schedule of rates and still in store on such date shall be 14 cent per bushel, except for flax 
on which the rate shall be 34 cent per bushel. 

* On grain received by truck for handling only, no charges for such services (storing, insuring, condition- 
ing, and all other charges) shall accrue during the first 10 days after receipt of such grain by the warehouse- 
man. 


Nore.—Charges on flax shal] be computed on a gross bushel basis. 


Listed below are the States included in each area referenced in column (2): 

Area TI: Arizona, California, Idaho, Nevada, Oregon, Utah, Washington. 

Area II: Minnesota, Montana, North Dakota, South Dakota (also Superior, 
Wis. ). 

Area III: Colorado, Illinois, Iowa, Kansas, Missouri, Nebraska, Wyoming, 
Wisconsin (except Superior). 

Area IV: Arkansas, Connecticut, Delaware, Indiana, Kentucky, Louisiana, 
Maine, Maryland, Massachusetts, Michigan, New Hampshire, New Jersey, New 
Mexico, New York, Ohio, Oklahoma, Pennsylvania, Rhode Island, Texas, Ver- 
mont, Virginia, West Virginia. 

Area V: Alabama, Florida, Georgia, Mississippi, North Carolina, South Caro- 
lina, Tennessee. 

The following additional rates shall apply: 

1. Direct transfer, 244 cents per bushel. 

2. Add 1 cent per bushel for wharfage, if such charge is customary, on grain 
received at port locations. 

Accepted : 
MRM Commodity Credit Corporation: 


Bi tcereernttit-senietpma bh niecntnnne (Title) 
The 1956 uniform grain-storage agreement indicates that the follow- 
ing corrective action was taken with respect to those areas which the 
staff previously suggested should be modified to protect the interests 
of the Government: 
1. The truck receiving rate for interwarehouse truck movement 
of CCC grain was modified. 
2. The anniversary payment was dropped, but in so doing a 
level storage rate was adopted which blended in part of the anni- 
versary payment. 
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3. The provisions with respect to the accumulation of premiums 
were modified. 

The 1955 uniform grain-storage agreement incorporated no changes 
with respect to: 

1. Warehouseman’s liability for broken grain. 
2. Protein tolerance. 
3. Fairly representative provisions of section 11. 

Specific comment will be made concerning the above under appropri- 
ate headings below. 

B. TRUCK RECEIVING RATE 
1. Background 

The following comment was made concerning the truck receiving 
rate in the staff’s 1955 report: 

“The staff desires to emphasize it does not favor one type of transportation 
over another. In most instances, rail transportation is desirable and necessary 
because of the need to protect transit. Any statements made concerning truck 
movement of grain refers to the movement by large motor carriers from CCC 
country elevator inventory position to terminal position and not to small truck 
movements from farm to country elevators. The staff interposes no objection 
to the truck receiving rate at country position. [Italics supplied.] 

The potential for economic movement of CCC grain by truck applies to many 
areas which have not been fully developed by CSS due to the restrictive nature 
of handling charges prescribed by the uniform grain-storage agreement. In 
some areas of California commercial grain has moved by truck to tidewater 
terminals for many years. Further, a large volume of grain has moved by motor 
carriers in the Portland, Seattle, and Dallas areas. 

The above comment was predicated upon the staff’s 1952 and 1955 
surveys, which indicated that a major disparity existed between the 
1952 and 1954 uniform grain-storage agreement rate for grain re- 
ceived by truck at terminal position compared with the 1952 and 1954 
uniform grain-storage agreement rail receiving rate and the published 

tariffs for grain received by truck. The truck and rail receiving rates 

under the 1954 uniform grain-storage agreement were 6 cents and 1% 
cents, respectively, for wheat in area No, 1; whereas, the published 
tariffs prescribed a rate of about 214 cents for free wheat received by 
truck. 

It was also reported in 1955 that the Dallas office had negotiated a 
terminal truck receiving rate of 314 cents a bushel, which was com- 
parable to the published tariff rate in its area. Although this action 
resulted in substantial savings in the movement of CCC grain by the 
Dallas office, other CSS offices were not instructed to attempt such 
negotiations. Unlike the Dallas office, the Portland office required 
the truckers to absorb the existing 414-cent differential between the 
truck-rail receiving rates if they desired to move CCC grain by truck. 
This policy precluded CSS from accruing the benefit ‘of lower truck 
transportation rates. 


. Negotiation 


At the Chicago meeting with the trade, Mr. Lloyd N. Case, Director, 
Grain Division, discussed the vossibility of revising the uniform grain- 
storage agreement truck receiving rate 7. receipt of producer grain 
at terminal position. A summary of Mr. Case’s comments is set forth 
in the following formal statement by the fan. tment of Agriculture 
to the Subcommittee on Appropriations: 


This is one of the most difficult problems with which CCC is faced. Since under 
current conditions much of the grain produced in the country is placed under 
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loan with CCC and is never merchandised at the country level, a new method of 
handling grain can well develop whereby country elevators are not utilized and 
the grain is moved from farm in trucks to terminals. Although COC does not 
wish to subsidize and perpetuate uneconomic institutions, it does not believe 
country elevators fall in this category. We would be very reluctant to take any 
steps that would result in the drying up of country elevators. A study has been 
made by the University of Washington under contract with the Department of 
Agriculture to give us actual figures on the rail cost of unloading grain from 
railroad cars and from trucks at terminal elevator in the Pacific Northwest. 
With this information at hand, we may be able to make some progress. A final 
solution which would be fair and acceptable to all concerned has not been dis- 
covered. 


At the Chicago meeting Mr. Case made the following statement at 
the request of Mr. Marvin McLain, Assistant Secretary, when dis- 
cussing a revision of the uniform grain-storage agreement truck re- 
ceiving rate: 


Yes. Marvin has asked me to emphasize, and I should have, that this thing 
bas not arisen within the Department. It is not a contention of ours, it has not 
been up to this time a contention of ours that the rate was too high, but here 
we are faced with the members of this investigating staff being advised by ele- 
vator operators themselves that the rate is higher than they are even desirous 
of receiving for the services which they perform. So it puts us in somewhat of a 
ridiculous position to compel people to take more than they want for the service 
which they are performing. So we just cannot escape wrestling with this problem 
and looking at it carefully. 


The trade was opposed to any revision of the truck receiving rate 
but Mr. Case stated : 


We are clearly faced with recognizing that over these same years that have 
elapsed, wherein many changes have taken place, that there have been great 
efficiencies developed in the unloading of grain by truck. For instance, truck un- 
loading devices—we are all familiar with many declarations to the effect it cost 
no more, and perhaps not as much, to unload by truck now as compared to un- 
loading by rail, and yet, there are no benefits to the Government, no recognition 
in the rate structure to these improved efficiencies. 

Well, it has been pointed out often to us that we are standing in the way of 
progress when we adhere rigidly to our present rail structure in the pricing 
handling of the loan-support program in connection with our inventories of grain. 
It has been felt that, and it has been expressed, that our costs are higher than 
they need to be if we would utilize the facilities offered by the trucking industry. 
as the trade so wisely does, in those instances where we could. 


Mr. Robert Woodworth, representing the Terminal Elevator Grain 
Merchants Association, Minneapolis, Minn., made the following 
comment : 


* * * T think your situation on the Pacific coast is perhaps unique. You 
have point after point—you know them as well as I do—where so-called producer 
truck grain is never seen at an elevator. They have truck-unloading facilities 
certainly, and why? For two reasons in my books: No. 1 is that the largest cost 
in the whole marketing system is transportation, and if you are a grain merchant, 
as well as a warehouseman, you are interested in seeing that grain moves at 
the lowest possible cost, and in the recent past movements of grain by truck have 
been at rather substantial discounts under comparable movements by rail. That 
is one reason that terminal warehousemen have gone into the truck-receiving 
business, but I submit that the vast majority of the truck-received grain is in 
their merchandising operations and not in the loan program at all. 

Secondly, you will find by and large, among so-called terminal elevators, and 
to a very large degree, at subterminal elevators but not to as great a degree at 
subterminal elevators, that truck dumps have been installed where a movement 
from elevator out is by water because there is no inbound bill on truck-received 
grain which gives it any rate advantage on the outbound movement * * *. 


Mr. Woodworth in the above quote states almost precisely what the 
staff reported in the December 1955 report. 
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Mr. C. H. Moseley, director, Dallas office, stated : 


Commodity Credit Corporation should have the option to use a mode of trans- 
portation most advantageous to Government; that because of the fact that we 
keep enormous stocks of grain in storage in the interior, it has been always to 
our advantage to use rail transportation, except when we are going to a port 
terminal. That is the only time that CCC-owned grain is trucked. 

Now, we have met that problem on the west gulf by the negotiation with port 
elevators only at a rate which is approximately one-half of the truck-receiving 


rate, and which is in accordance with the tariffs of those port elevators. 
s as * € * *« 


Now, because of the fact that our only move of CCC-owned grain by truck is 
to port terminals, we do not see the necessity of putting this inte the uniform 
grain-storage agreement. In other words, we already have the problem solved. 
We might suggest that consideration be given to solving it in the same way at 
the ports in the Pacific Northwest. 

At the Kansas City meeting with the trade, Mr. Preston Richards, 
Deputy Administrator, CSS, made the following comment to the trade 
with respect to the UGSA: 

* * * The Government interest in any contract soon becomes—in fact, it is 
already that-—a public matter, and I think the agreement which is finally 
negotiated must be one which will get the grain stored, must be fair to the 


warehouseman and it must be defensible from the standpoint of the public 
interest. 

I think we found in the last few months the agreement (UGSA) with its many 
provisions, there were some provisions that we could only justify from the stand- 
point that they have been in the agreement since its inception, perhaps trade 
practice, perhaps for some other reason, but I think that isn’t enough. 

I think all provisions of the agreement must have some economic basis. Per- 
haps we didn’t know in some cases what the economic basis for some of the 
provision was, and as they unfold today I think this is of utmost importance, 
that as you discuss the agreement you will keep in mind that each provision must 
have an economic justification. [Italic supplied.] 


* Bs * * * + * 

With respect to Mr. Richards’ remarks, it is pointed out that in the 
past the staff had endeavored to ascertain the economic basis for several 

rovisions of the UGSA. Among the questions asked CSS officials 

y the staff were why the truck-receiving rate for wheat was approxi- 
mately 2 cents more per bushel than corn; what was the basis for 
different truck-receiving rates for wheat in areas 1 and 2 as compared 
with areas 3, 4, and 5. The staff believed these inquiries pertinent 
since the rail-receiving rate is 114 cents per bushel for both wheat and 
corn and because the rail-receivmg rate for each is the same in all 
areas. 

Officials of CSS were unable to give adequate answers in this respect 
and it is encouraging to the staff to see emphasis placed on the eco- 
nomic factors involved in the various provisions of the agreement. 

Between the two meetings with the trade, a conference was held 
in Washington, D. C., on January 12, 1956, to hear arguments con- 
cerning a petition which was filed by the Oregon Motor Transpor- 
tation Association and the Washington Motor Transportation Asso- 
ciation on September 17, 1954. This petition alleged that the UGSA 
receiving rates were discriminatory to producers and motor carriers 
and asked that the truck receiving rate for grain received at tide- 
water terminals be reduced so that it would be no higher than the rail 
receiving rate. 

Producers who favored modification of the truck receiving rate 
argued that when they moved wheat to terminal by truck to obtain 
a loan they were penalized 41% cents a bushel because of the disparity 











28 


between the truck and rail receiving rates (6 cents—114 cents). The 
truckers argued that they should not be forced to absorb the 414-cent 
differential and cited published tariffs of the terminals as proof that 
they were willing to receive truck receipts of grain at 214 cents per 
bushel. 

Spokesmen for the country elevators were overwhelmingly against 
any modification of the truck receiving rate at terminal position par- 
ticularly with respect. to receipts of producer grain. They pointed 
out that any modification sae cause producers to bypass the coun- 
try elevators in order to obtain a more favorable loan at terminal 
position. In the long run this would work to the disadvantage of all 
the producers because the country elevator was an important and 
necessary link in the merchandising chain. 

Spokesmen for the terminals opposed any reduction in the truck 
receiving rates at terminal position stating that it was more expensive 
to receive grain by truck than by rail. 

In lieu of a revision of the truck receiving rate for receipt of all 
grain at terminal position, including producer grain, the trade ac- 
cepted a revision of the truck receiving rate for the interwarehouse 
movement of CCC grain. This is precisely what the staff recom- 
mended. The staff did not recommend any adjustment in the truck 
receiving rate for producer grain received at terminal position be- 
cause of the adverse effect such a change might have on country 
elevators. 


3. Comments concerning truck receiving rate 

Column 3 of the above rate schedule for the 1956 UGSA indicates 
the truck receiving rates for producer grain stored commingled. 
These rates are one-fourth cent less than the 1954 rates because one- 
fourth cent has been transferred from the truck receiving rates to 
the truck load-out rate to equalize the previous disparity between the 
truck and rail load-out rates. 

Footnote No. 1, applicable to rates shown in column 3, states: 

The receiving charge on any interwarehouse truck movement of Commodity- 
owned grain shall be at a rate not to exceed 2% cents per bushel for oats and 
314 cents per bushel for all other grain. 

The effect. of footnote No. 1 is to provide a lower truck receiving 
rate when CCC grain is moved by truck from one warehouse to 
another. CCC oat can now be moved by truck from a country 
elevator to a terminal in area No. 1 at 314 cents as compared to 5%, 
cents. However, published tariffs in area No. 1 still prescribe rates 
of from 2.1 cents to 2.4 cents per bushel for receipt of free truck 
wheat at terminal position. 

The new UGSA incorporates under column 4 a lower receiving rate 
for grain received by truck that is stored identity preserved by the 
elevator. The 1954 UGSA prescribed lower storage rates for corn, 
barley and flax that was stored identity preserved but did not pre- 
scribe lower receiving rates. 

It will be recalled that one terminal operator in the California area 
reportedly advised officials of the Portland office that the UGSA 
truck receiving rate was much too high. During the staff’s 1955 
survey, CSS officials were asked why the Portland office had not been 
requested to negotiate a lower truck receiving rate with terminals like 
the Dallas office had done. It is significant that in December 1955 
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CSS, Washington, requested the Portland office to attempt such nego- 
tiations and the result was that the following terminals accepted the 
UGSA rail receiving and load-out rate of 24% cents in lieu of the 
UGSA truck receiving and load-out rate of 614 cents for wheat: 
Port of Stockton Grain Terminals, Stockton, Calif.; Stockton Eleva- 
tors, Stockton, Calif.; West Coast Wharf, Oakland, Calif.; Islais 
Creek Terminal, San Francisco, Calif. 

Mr. John Flanagan, Islais Creek Terminal, San Francisco, Calif., 
advised the staff that he is in charge of elevator operations for his 
company. 

He said his elevator with modern truck-unloading equipment can 
unload truck grain as fast, if not faster, and at about the same cost as 
rail grain can be unloaded with modern rail unloading equipment. 

Mr. Flanagan said with his equipment one man can unload 5,500 
bushels of grain an hour. Recently the Link Belt Co. conducted a 
survey to install a new modern rail car dump. This survey indicated 
that with the new Link Belt equipment 8,000 bushels could be un- 
loaded an hour but it would require 2 to 3 men to operate the equip- 
ment. 

Mr. Flanagan pointed out the capacity to unload depends upon the 
capacity of the legs to elevate grain from the pits. He said the 
operation of receiving grain ends when the grain is dumped into the 
pits. Thereafter, the elevation, binning, and interior movement is 
the same for both truck and rail grain so that any attempt to allocate 
costs to these operations based upon the mode of receipt is unrealistic. 
He said some additional cost is incurred in unloading truck grain 
because truckloads are smaller and, therefore, it is necessary to change 
the spouts more frequently to receive the different varieties of grain. 
However, Mr. Flanagan said this additional cost is negligible. 

Mr. Flanagan said the allocation of labor to truck and rail unloads 
would be hard to justify because fixed labor forces are required to 
handle the maximum loads anticipated. If truck receipts are heavy, 
the unloading of rail cars can usually be delayed. 

Mr. Flanagan said his firm operated as warehousemen only and 
did not handle grain for merchandising profit. He said the truck 
receiving rates under UGSA have been too high for many years in- 
sofar as terminal receipts are concerned. Recently, his firm and 
others in the California area agreed to accept truck grain at the UGSA 
rail receiving and load-out rate of 21/4 cents in lieu of 614 cents. Mr. 
Flanagan said the rail rate allowed his firm the normal revenue for 
terminal storage and handling operations. 

Operators of terminals of Archer Daniels Midland Co., Cargill, 
Inc., Continental Grain Co., and Balfour-Guthrie in the Oregon and 
Washington area were contacted by CSS but refused to negotiate a 
lower truck receiving rate. They stated that they felt a reduction of 
the receiving rate would lead to a price war among the terminal 
operators and said further that any action taken by them would have 
an adverse effect on the proposed rates of a new UGSA which was 
then being negotiated. 


4. Possible saving under new truck receiving rate 


The staff, in its 1955 report, emphasized that it did not advocate 
one mode of transportation over another but did take issue with the 
fact that no provision had been made to— 
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1. Take advantage of lower motor transportation rates in cer- 
tain localized areas wherein protection of rail transit is not re- 
quired. 

2. Relieve boxcar shortage when motor transportation could 
have been obtained at the same or less cost to CSS. 

3. Provide for a rate structure which would fairly compensate 
terminal elevators for large-scale truck receipts, especially when 
terminal-published tariffs for truck receipts are considerably less. 

The staff further stated in its 1955 report: 

During many years more economical transportation by motor carrier has been 
precluded because transportation rates in the Portland area must be 4% cents 
lower than the rail transportation rates. The grain that has moved by motor 
carrier has resulted in the payment of from 75 to 100 percent more in the 
form of receiving rates to the terminals than would have been paid under the 
published tariffs. No doubt there have been numerous instances wherein motor 
transportation rates have been less than rail transportation rates but motor 
transportation could not be utilized because the differential was less than 44% 
cents per bushel. 

The staff did report that the Dallas office had been able to take 
advantage of truck transportation rates which were from 5 to 8 cents 
lower than rail transportation rates because it had taken the initiative 
and had negotiated a truck receiving and loadout charge totaling 
414, cents per bushel. 

The UGSA rail receiving and loadout rate totals 24% cents but 
does not include 10 days free storage which was included in the nego- 
tiated rate of 414 cents. Since 10 days free storage was worth one-half 
cent, the net difference between these two rates was 114 cents. The 
Dallas office, therefore, accrued savings ranging from 3% to 614 
cents per bushel on grain moved by truck. 

The staff could not estimate how much CSS lost because the 1954 
UGSA did not provide for a realistic truck receiving rate for the 
movement of CCC inventories. Neither can the staff estimate the 
potential savings to CSS because the 1956 UGSA provides for a 
lower receiving rate for interwarehouse movement of CCC-owned 
grain. Possible savings of transportation dollars is dependent upon 
too many variables to make any estimate. However, CSS will accrue 
a savings whenever it is practical to move grain by motor carrier and 
the motor carrier rates are more than 2 cents less than the cost of 
rail transportation. This is predicated upon the fact that there is 
now only a 2-cent differential between rail and truck receiving charges 
when CCO grain is moved; formerly the differential was 41% cents. 

That the Portland office should accrue a saving under the new 
UGSA receiving rate is illustrated by the following comment made 
at the Kansas City negotiating session by Frank M. Schreck, Water- 
ville Union Grain Co., Waterville, Wash. : 

* * * Incidentally, already in our county, which is Douglas County, the 
farmer can do this and gain from 5 to 7 cents a bushel due to the differential in 
truck and rail rates at the present time. On top of this, we are faced with 
another 7 pereent rail freight increase. * * * 

Mr. Pete Stallcop, executive secretary, Pacific Northwest Grain 
Dealer’s Association, Inc., in discussing differentials between rail and 





Aaernmeovn 


th 


in 
ad 


31 


truck transportation costs with Mr. Case at the Kansas City negoti- 
ating session, made the following comments: 

* * * Here is a rather interesting thing that came out of that meeting after 
it was over. I think again some of Commodity’s rules perhaps should be re- 
laxed a little bit. Now, we used the illustration of the town of Wilbur, Wash., 
with a 26.3 rail rate—that is cents per bushel—where trucks haul on a com- 
mercial basis for 20 cents. 

I asked one of the truckers who was there how he figured that he had to 
absorb 4% cents when his spread was 6.3. “Well,” he said, “that is very sim- 
ple.’ He said, “When we haul grain for commodity by truck we must charge 
rail rates less than 414 cents.” So instead of getting 20 cents which he had been 
getting on a commercial haul Commodity paid him 21.8. 

How is that true? Do you have to do that? 

In response to the above question, Mr. Case stated, “I don’t know; I don’t 
think so.” 


In regard to the potential savings due to the revised truck receiving 
rate, Mr. Sidney Harris, assistant director for operations, Portland 
Commodity Office, advised on November 20, 1956, that his office has 
not realized any savings to date. Mr. Harris said loading orders 
specify either truck or rail shipment but if truck is used the transpor- 
tation rate must be at least 2 cents a bushel under the rail transporta- 
tion rate in order to absorb the differential now existing between the 
truck and rail receiving rates. He said prior to the new UGSA the 
loading order required truck transportation rates to be 41% cents less 
than rail to equalize the prior differential between the truck and rail 
receiving rates. 

Mr. Harris said no attempt has been made by Portland to negotiate 
cheaper truck rates as it is their impression, from conversations with 
truckers in the past that they will not engage in a rate war with rail- 
roads. 

In view of the evidence cited herein that truck transportation rates 
in certain localities in the Pacific Northwest are more than 2 cents less 
than rail rates, it is believed that the Portland office should assume a 
more aggressive attitude and attempt to negotiate truck transporation 
rates which will make it possible to effect a savings by moving CCC 
grain by truck whenever it is practicable to do so. 

University of Washington report 

On December 10, 1955, the Bureau of Business Research, Univer- 
sity of Washington, Seattle, Wash., transmitted to AMS a report en- 
titled, “Costs of I Inloading and E lev: ating Grain From Rail Cars and 
Motortrucks, Respectively, at North Pacific Coast Terminal Tide- 
water Elevators During Crop Year 1954-55.” This report was pre- 
pared by Dr. Kenneth Berg, Dr. Lewis C. Sorrell, and Dr. Charles F. 
Ziebarth of the Bureau of Business Research, pursuant to USDA 
Contract No. 12-05-011-192 which was executed on July 12, 1955. 

A review of the report reflected that the study covered eight ter- 
minal elevators located at Seattle, Tacoma, Longview, Vancouver, all 
of the State of Washington, and Portland, Oreg., during the crop 
year 1954-55. The operations of two elevators covered 9 months 
and the balance a full crop year. 

The report indicated the 8 terminals unloaded 100,742,131 bushels 
of grain. Wheat constituted 82 percent of the total and 74.3 percent 
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of the grain belonged to CCC. The distribution of this grain by 
terminal and type of carrier was as follows: 





{Bushels] 
pak gee ba q . L ) 
Terminal Rail Truck Barge Total 
BG. tsi. Als LMNDLRIALS .. dct s.oucud > 6, 750, 000 1, 384, 000 8, 134, 000 
B ae nike 7, 269, 000 2, 208, 000 3, 595, 000 13, 162, 000 
ee at es Bh pl PR rm 17, 261, 680 147, 421 2, 723, 752 20, 132, 853 
D : 12, 957, 149 1, 307, 450 | 14, 264, 599 
E_. Locks die sds Meee tai yp 4, 261, 900 553, 200 | | 4, 815, 100 
een ai inane 4, 191, 000 106,000 | 4. 297, 000 
G : meee 9, 967, 800 697, 500 | | 10, 665, 300 
H Sede 5 %, 559, 157 75, 629 | 636, 493 ~ 25, 271, 279 
ae. See See a 7, 217, 086 | 6, 569,200 | 6, 955, 2 5) 100, 742, 131 


(a) Findings.——There is set forth below table No. 2 of the Univer- 
sity of Washington report which summarizes its findings: 


Unit costs per bushel of grain unloaded and elevated from rail car and from motor- 
truck, respectively, at 8 elevators 


A B Cc D E F G H 


} 
From railroad: | | 

Direct labor_..........-...| $0.0050) $0. 0044 $0. 00989 |$0.01062 | $0. 021693) $0. 00985 3) $0. 009862 $0. 007077 
Rentals Sheateogas | . 0078 .0077, .00689 | .00162 | .003044) .003665| .002777| . 005982 
Other direct._.......--.-| . 0023 -0059, .00421 | .O00511 | .017219) .004195) .006429) .007181 
Total direct --_- . 0151) .0180| .02099 .01735 | .041956; .017713) .019068) .020240 

Supervision and admin- | | 
istration. .--- soeeeren . 0085 .0085 .002017) .00576 | .004162) .017713) .007553| .004928 


Tctol direct, plus su- | 
pervision and ad- } 





ministration... ._._- . 0236 .0265| .02301 | .02312 | .046118) .035426) .026621| . 025168 
From truck: | 
Direct labor : | 0175 0110) .02581 | .025203] .023426| .015771| . 007530} . 009790 
Rentals Me hbhlladinntgh diel . 0076} .0137| .04150 002977, . 002776; .003102) .006801; .029738 
Other direct--_..-.-- | . 0060) .O112|  .01236 018450 .014813} .004306) .011476) . 102656 
Total direct_.._- | 0311) .0359| 07967 | ..046630 041015} .023179| . 025807] . 142184 
Supervision and admin- | 
istration_ ste tetel i Deatate - 0085) - 0085) 00201 . 005763; .010053; .023179| .007553) .004928 
eee necesita Mebieetcectee : i 
Tv tal direct, plus su- | | 
pervision and ad- | | | | 
- 052303) 051068} . 046358} .033360| . 147112 


ministration... -- - 0396) -0444|  . 08168 


(b) Recommendations.—The following is a summary of the rec- 
ommendations made by the University of Washington report: 

Rail: The average unit cost for unloading and elevating wheat 
from rail cars ranged from 2.301 to 4.6118 cents. The weighted 
average was 2.6108 cents per bushel. 

The report concluded that a rate of 2.5 to 2.61 cents was appro- 
priate. Since the UGSA rail receiving rate was 114 cents and the 
terminals also received 1 cent for wharfage under the UGSA, no 
change in the receiving rate was recommended. 

Truck: The average unit cost for unloading and elevating wheat 
from trucks ranged from 3.33 to 14.7112 cents. The weighted 
average was 4. 64 cents per bushel. Since the 1954 UGSA truck receiv- 
ing rate including insuring, conditioning and 10 days free storage, 
which was worth one-half cent, the report recommended that an appro- 
priate rate would be the weighted average of 4.64 plus 0.5 cent or about 
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5.2 cents per bushel. Neither tle recommended rail or truck receiving 
rate included any allowance for profit. 

(c) University of Washington report disseminated to the trade— 
On February 7, 1956, copies of this report were made available to the 
trade at the Kansas City meeting. Mr. Roy Hendrickson, executive 


y 


secretary, National Federation of Grain Cooperatives, introduced 
table No. 2 of the University of Washington report into the record. 
In so doing Mr. Hendrickson made the following comments concerning 
the staff’s report and the University of Washington report: 


Now on page 4 the report urges a lower terminal truck receiving charge and 
the Department has made a proposal seemingly in response to this. This criti- 
cism by the committee’s investigators and the proposed change are not justified 
for these reasons: 1, the University of Washington, in a contract study for the 
Department studied the cost of receiving grain at Portland, Oreg., by truck and 
by rail. 

The objective character of this study is clear. The results of this study are 
summarized and I would like very much to file a copy of this with the reporter at 
this point—it is available to you back there in the back part of the room, and 
many of you have not been exposed to it (italie supplied). 

It indicates clearly, for instance, and you can ignore one column in that table 
which is called column (h). Mike Sanford can discuss that himself if he desires, 
but I don’t believe it contributes anything to the study, but the other 7 columns, 
the other 7 elevators, there is no such question that can be raised with respect to 
them. 

But they clearly indicate, for instance, that without regard to profit the rail 
receiving charge is at least a cent and a quarter too low right now. In the case of 
the truck receiving charges based upon this cost study it is absolutely evident 
that there is a substantial differential as between rail receiving charges and 
truck receiving charges, and what bothers me—only one of the many things, of 
course—is the extent to which this report, for which good tax money was paid 
and regarding which we have no question of its objectivity, has been completely 
ignored in connection with the proposed rates on truck received grain. There 
isn’t a single thing to justify, from the standpoint of costs, the reduction in rates 
that have been offered here. It shows in fact that the rail receiving charge 
should be higher if we are going to reflect costs ,and I know of no other basis 
upon which rate structures can be built other than costs (italic supplied). 


At the Chicago meeting Mr. Price Feuquay, representing terminal 
operators, Enid, Okla., had said that the rail receiving rate was “way 
oo] . ° : = J 

too low.” The following is the exchange of conversation between 


Mr. Feuquay and Mr. Lloyd W. Case on this matter as reflected by the 
transcript: 


Chairman Case. No; I am not clear yet, Price, but I am interested in this last 
statement that you made. Are you saying that the unloading rate for boxears is 
unrealistically low, is that what you are saying? 

Mr. Feuquay. That is what I am saying. 

Chairman Case. Rather than that the differential and spread between the 
country rate, or the truck receiving and the rail rate in your opinion should be 
adjusted by moving up the rail receiving rate, rather than bringing down the 
country receiving rate? You do not disagree with my position that the spread 
is too wide? 

Mr. Fevquay. I can only answer that question by asking that I have raised: 
How do we arrive at a cent and a half a bushel unloading charge: how do we 
arrive at a 6-cent unloading for country elevators? 

Now, I have been around terminal elevators for 32 years, and if my memory 
serves ine right, in our published rates long before we had a support program, 
we had : published rate of a so-called unloading charge at terminal elevators 
which, if my memory serves me right, is what it took under the USGA, and that 
is why I say your question is irrelevant, the analogy and the comparison is 
erroneous. It develops an erroneous opionion. I think we are approaching it 
from the wrong end. 

Chairman Case. Well, price, of course, it has never been clearly brought out 
in any of the records that we have available to us just where this rate structure 
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was gotten from. In other words, it appears to have been pulled out of the thin 
air, and we have worked from back some place * * *, 


The transcript of the Kansas City meeting fails to reflect that any 
CSS official made any comment concerning the limitations or defi- 
ciencies of the University of Washington cost study. Because Mr. 
Hendrickson was not alone in asserting that the rail receiving rate 

yas too low, it is the staff’s opinion that CSS officials should have 
expressed for the record their opinion as to the adequacy of the Uni- 
versity of Washington report. 

That CSS officials should have taken a stand with respect to the 
adequacy of the University of Washington report is further evidenced 
by the fact that Mr. Harry C. Trelogan, Director, Marketing Research 
Division, AMS, made the following comments in a memorandum dated 
January 27, 1956, to Mr. Case when he approved the release of the 
report to the trade: 


* * * The contractor’s report has been reviewed very carefully in this Division. 
It is our belief that the report is well done and contains a body of factual infor- 
mation that should be very helpful to your agency. Likewise, its contents 
should be helpful to the various groups participating in the hearings relating 
to the establishment of CCC uniform grain storage rates. Our review disclosed 
a few items about which we think additional comments are needed. These 
follow. 

The relatively short time allotted the contractor for this study precluded an 
intensive audit of the records of the warehousemen. However, data were ob- 
tained directly from the records for the eight port terminal elevators having both 
rail and truck receiving facilities, The reasonableness of the information was 
checked by time and operation analysis and by reference to equipment manufac- 
turers, port authorities, union organizations and State regulatory 
agencies. Because of the limitations of the methods used to obtain data 
and the coverage of only 1 year of operation, the costs should be considered as 
approvimations. Volume relationship to cost is definitely indicated. Truck 
receiving costs tend to be lower in those cases where a larger percentage of total 
grain was received by truck. The policy followed by CCC of maintaining a fixed 
differential of 4.5 cents in payments for grain received by truck as compared with 
rail is reflected in the cost information obtained. A narrowing of the spread 
might be expected to increase truck movements of grain in the area which would 
tend to lower costs of receiving by this type of carriers. The trend toward 
installation of improved mechanical unloading equipment for truck receipts may 
further decrease costs of receiving grain. With a smaller differential, increased 
competition between rail and truck movement would tend to accelerate invest- 
ment in modernization of elevator equipment and facilities, thereby increasing 
the efficiency in the handling of grain. 

The weighted averages of the costs of the eight elevators studied, as computed 
by the contractor, might be expected to give undue weight to extreme cost situa- 
tions. Bulk-line analysis may be a more logical approach. When this method 
is applied, costs for rail receiving are the same as those obtained by a weighted 
average of the group but truck receiving costs would be decreased about one- 
third of a cent. For purposes of CCC negotiation of rate revisions, such differ- 
ences are insignificant. (Italics supplied.) 


In view of the findings and recommendations of the University of 
Washington report, its wide circulation, and the significant com- 
ments made by Mr. Hendrickson relative to the UGSA rail receiving 
rates, the staff conducted further investigation with respect to it. 
This action was deemed advisable because of the potential impact this 
study could have on future UGSA negotiations. In this regard, Mr. 
Case said there is a definite possibility that the trade will request that 
the rates prescribed by the 1956 UGSA be renegotiated at the end of 
1 year rather than at the end of the usual 2-year period. He added 
that some segments of the trade are particularly opposed to the level 
rate which was adopted by the 1956 agreement. 
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The staff interviewed W. C. Dachtler, AMS; L. N. Case, CSS; and 
two of the authors of the report, Dr, Kenneth Ber g, assistant profes- 
sor of accounting, University of Washington, and Dr. Lewis C. Sor- 
rell, formerly professor of transportation at the University of Wash- 
ington. All agreed that the cost data in the report was local in nature 
(north Pacific coast area) and should not be utilized or interpreted in 
any other manner. They further agreed that an effective cost study 
should not be limited to one phase of storage such as receiving, but 
should encompass the entire operation, namely, receiving, storage, and 
loading-out. All pointed out the time limitations placed on the survey 
precluded making a detailed audit of costs. 

Dr. Berg and Dr. Sorrell advised the staff that they could not make 
available to the staff their work papers supporting their report because 
they had obtained the cost data from the various terminals upon the 
condition that they keep the identity of the elevators confidential. 
The staff had requested their work papers because they were necessary 
for a complete evaluation of the reports. Since they were unavailable, 
the analysis which follows is limited to a review of the report itself, 
supplemented by oral comments of Dr. Berg and Dr. Sorrell. 

(d) Inconsistent recommendations of report.—It is the staff’s opin- 
ion that the authors of the study were inconsistent in their recommen- 
dations of an appropriate price for receiving truck grain and rail 
grain. 

The report recommended, based upon the total weighted unit costs 
developed of 2.6 cents per bushel for rail grain, that no change in the 
receiving rate was necessary since the 1954 UGSA rate set forth a rail 
receiving rate of 1.5 cents a bushel and CSS paid wharfage of 1 cent a 
bushel. Relative to the truck receiving rate, the report recommended 
a rate of 5.2 cents per bushel which included the total weighted unit 
cost of 4.64 cents per bushel for receiving grain plus 5 mills to cover 
insuring, conditioning and 10 days’ free storage costs. 

In recommending an equitable receiving ‘rate based on costs only 
the staff believes the rate should take into consideration comparable 
services. The rail receiving rate covers receiving only, whereas the 
truck receiving rate includes insuring, conditioning, and 10 days’ 
free storage. To be placed on a comparable basis, the one-half cent 
per bushel cost for these services should be allocated to the storage 
function of terminal operation as it was with the rail rate and not be 
added to the costs of receiving in computing the truck rate. 

The report is inconsistent in ‘its treatment of wharfage revenue when 
computing and recommending the truck receiving rate, The 1954 
UGSA provides that in addition to the receiving rate of 114 cents 
per bushel for rail grain and 6 cents per bushel for truck grain, CSS 
will pay “customary port authority or mandatory charges where grain 
is received at port location.” The report ignored the fact that CSS 
pays 1 cent wharfage for grain received by truck. 

The staff is of the opinion that, based upon the theory of comparable 
services for receiving grain by truck and rail and disregarding the 
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other shortcomings of the report, a consistent treatment of the cost 
data developed would have resulted in the following recommendations: 


| 


dail Truck 

Cents | Cents 
Total costs per report ; 2.6 4.6 
Less wharfage 1.0 1.0 
1.6 3.6 
(Rounding off) _- 1 1 
Receiving rate ‘ 1.5 3.5 


e) Inadequate time allocated to conduct survey.—The contract for 
the ade was executed July 12, 1955, and est: ablished a deadline for 
the report. of October 31, 1955. "This date was extended until Decem- 
ber 1955 since one of the elevators did not furnish the data until the 
last week in November. The report states, “members of the research 
team did not function as auditors. The cost data were furnished by 
each terminal elevator included in this study.” The staff believes that 
to be effective and objective in nature, the study should have been more 
intensive and the figures presented should have been subjected to 
appropriate audit in accordance with good accounting practice. 

(f) Limited scope of study—The contract called for a determina- 
tion of the costs of unloading and elevating wheat from rail cars and 
motor trucks. The staff believes an effective study would necessarily 
include not only a determination of the costs of these operations but 
also a determination of the costs applicable to storage, load-out, grain 
merchandising, and other revenue-producing oper rations of the elev: 
tors. This an: salytic al approach would insure an equitable distr eaten 
to the individual elements of the costs of terminal operations. The 
necessity of this is exemplified by the fact that the report indicates 
there was a difference in opinion among the warehousemen as to when 
unloading-elevation ended and storage “began. Naturally if there was 
disagreement on what was a clear-cut definition of unlo: ding and ele- 
ration, there would be a tendency to err in allocating costs to a 
specific function. 

(g) Inequitable allocation of costs to unloading and elevation— 
The staff’s review included an analysis of the distribution of total 
operating costs to the function of unloading and elevation and to all 
other functions incidental to terminal operations. These operating 
costs did not include supervisory or administrative expenses. The 
analysis reflected that a disproportionate share of the total operating 
costs for several elevators had been allocated to the function of 
receiving and elevation. 

For instance, elevator G had total operating expenses of $212,332. 
The report reflects $208,066.39, or approximately 98 percent of the 
total operating expenses, were allocated to truck and rail unloading 
and elevation. This left a balance of $4,265.61, or 2 percent, to be 
allocated to all other operations of the terminal. Among these other 
operations would be the storage of 10,665,300 bushels of grain and 
the merchandising and loading-out of whatever quantity of grain 
which was handled during the period. 

Elevator E had total operating expenses of $233,718. The report 
reflects $201,501.78, or 86.2 percent of the total operating expenses, 
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were allocated to truck and rail unloading and elevation. This left 
a balance of $32,216.22 to be allocated to all other functions of this 
terminal. This terminal stored 4,815,100 bushels. Like terminal G 
it is not known how many bushels of grain were merchandised or 
loaded-out. 

For elevator D, 70 percent of total operating expenses was allo- 
cated to unloading and elevation, and for elevator F the correspond- 
ing figure was 62 percent. The volume of grain handled by these 
2 elevators was 14,264,599 and 4,297,000 bushels, respectively. 

It should be noted that whereas 62 to 98 percent of total operating 
costs was allocated to unloading and elevation the revenue for these 
functions under UGSA was 8.8 percent of total revenue (receiving, 
storage, load-out) with respect to rail grain and 28.8 percent with 
respect to truck grain. This is predicated upon a full year’s storage. 
This disproportionate allocation, no doubt, was caused in part by the 
fact that there was a lack of agreement among the terminals as to 
when unloading and elevation ended. Further, it appears that a con- 
siderable amount of the cost of interior movement of grain was allo- 
cated to unloading. It is the staff’s opinion that the cost of interior 
movement of grain should be charged to either merchandising or 
storage. Mr. Flanagan, Islais Creek terminal operator, as previously 
reported herein, concurs with this opinion and as reported he stated 
unloading ends when the grain has been dumped in the pits and no 
allocation between truck and rail grain after the grain has been 
dumped is realistic. 

The report indicates that the total operating expenses, exclusive of 
supervisory and administrative expense, of the eight terminals were 
$3,936,854. The total volume of grain involved was 100,742,131 
bushels; therefore, the total cost per bushel, exclusive of supervisory 
and administrative expense, was approximately 3.94 cents per bushel. 
This unit cost would cover unloading, elevating, internal transfers, 
outloading, cleaning, sizing, and storage. This cost should be con- 
sidered in the light of the revenue provided by the 1954 UGSA which 
was as follows: 

Area No. 1 
[In cents per bushe] 





Receiving | Wharfage Storage Load-out | Total 
oie wt 2 ue kL ok ite ee J ee he ieee bil ooo | i ies 
Rail See ; 144 1 | 1434 %4| (1712 
Truck. -. ‘ 4 | 6 | 1 | 1444 bo} 1 2156 


1 Predicated upon 1 year’s storage. 


It is again noted that the findings in the University of Washington 
report are subject to question, and that a complete evaluation could 
not be made because of unavailability of supporting data. 
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(h) Inconsistent application of supervisory and administrative ew- 
penses.—The report reflects that the unit costs for supervisory and 
administrative expenses were furnished by each terminal in the fol- 
lowing amounts: 

[In dollars] 





pate a | | | 
Elevator | A | B Cc D E F G H 

sweeritm ert oti rin | oes : 

Rail | 0.0085 | 0.0085 | 0.002017 | 0. 00576 | 0.004162 | 0.017713 | 0.007553 0. 004928 

Truck 0085 | . 0085 .00201 | .005763 | .010053 . 023179 .007553 | . 004928 


With respect to all elevators except E and F, the amount of this 
expense allocated to truck and rail grain was substantially the same. 
In the case of elevator I, the application of a higher unit cost of 
supervisory and administrative expense to truck grain caused the total 
unit cost of truck grain to be higher than rail grain. With respect 
to elevator F, the unit cost allocated for this expense was equal to the 
total direct expenses of rail and truck grain. The amount applied 
had the effect of changing elevator F from the most economical 
elevator from the direct expense standpoint to one of the most costly 
from a total expense standpoint. 

The report indicates that officials of elevator F originally submitted 
a uniform figure of 5.25 cents a bushel for this expense but reduced it 
when the university staff questioned the sizable amount. 

Since this supervisory and administrative expense is that of the 
home office rather than of the elevator, the staff cannot see any justi- 
fication for allocation of a greater amount of this expense to a bushel 
of truck grain than to a bushel of rail grain. Six of the eight elevators 
concurred in this view by allocating the same expense to both rail and 
truck grain. The staff feels that the university investigators should 
not have accepted an allocation of this expense on other than a total 
volume basis without complete justification and the report contains 
no such justification. 

6. Other studies relating to movement of grain by truck 

Mr. Dachtler, AMS, advised that in February 1956, the Grain Re- 
search and Marketing Advisory Committee recommended that a study 
be undertaken to determine significance of the trend toward motor- 
truck transportation of grain and the economic effect of this trend 
upon the marketing system. Mr. Dachtler advised that initially at 
least this study will be a transportation problem and, therefore, it is 
being supervised by John C. Winter, AMS. He said at the present 
there are no plans to obtain further cost data on the cost of receiving 
grain by rail and truck or cost data on the cost of storage or loading 
out grain. 

Mr. John C. Winter said the study referred to above was still in the 
preliminary planning stage. He said while he did not know the exact 
scope of the new study, it would probably be confined to a determina- 
tion of the kind and amount of grain that is moving by truck in certain 
sections of the country. The study will probably include a determi- 
nation of the amount of producer grain that bypasses the country 
elevator, the terminal elevator or both when it moves by truck to the 
processor. As yet, the area of the country to be studied has not been 
determined. The study will be commenced sometime after January 
1957 under the direction of Dr. Sorrell. 

Mr. Winter called the staff’s attention to a study made by AMS 
in 1951 entitled “The Transportation and Handling of Grain by 
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Motortruck in the Southwest.” This study covered the States of New 
Mexico, Oklahoma, and Texas and was made by contacting 117 busi- 
ness concerns in those areas which handled an estimated 30 to 35 
percent of the grain grown in those States. The following is a sum- 
mary of the portions of this study which are pertinent to the staff’s 
inquiry : 

orty-nine country elevators received 35.3 percent of their grain 
by truck; 7 terminals received 32.5 percent of their grain by truck 
and 13 flour mills received 25 percent of their grain by truck. 

The firms contacted furnished the following reason for utilizing 
trucks to move grain rather than rail cars: 

1, Lower transportation rates 
2. Better service 

3. Boxcar shortage 

4. Lower handling costs 

A tabulation of the comparative rail and truck transportation 
rates per hundredweight for wheat indicated that truck rates were 
less than rail rates for shipments between all 63 points studied. The 
savings by truck ranged from one-half to 41 cents per hundred- 
weight and averaged 15 cents. This study was based upon rail rates 
in effect prior to September 12, 1951, when a 6 percent rail rate 
increase became effective. 

Among the country elevator operators interviewed, delay in the 
placement of empty boxcars and the hauling away of lo: ded ones 
appeared to be the dominant shortcoming in rail service that caused 
those operators to divert their shipments ‘of grain from rail to truck. 

At terminal points, the operators of elevators and mills expressed 
more concern over terminal switching time than for delay in the 
placement of boxcars for loading. Very often an elevator or mill 
is located on a railroad other than the one that transported the grain. 
This necessitates interline switching. Instances were cited where 
crosstown switching between points "2 to 3 miles apart took 2 days 
or longer. On the other hand, trucks haul grain direct from the 
shipper to the consignee’s elevator without terminal delay either 
en route or at desination. 

Country elevators, terminals, and mills all objected to the physical 
condition of boxcars. Cars are received frequently which are in need 
of both repair and cleaning before they can be loaded with grain. 
One large operator estimated that it costs his company from $6 to $8 
to prepare a boxcar for loading. Truckers assume full responsibility 
for the cleanliness and condition of their trucks. Thus, the shipper 
saves both time and expense that would be incurred in preparing a 
boxcar. 

Table 7 on page 40 of that study indicates the time and direct- 
labor costs for loading grain into boxcars and trucks at country ele- 
vators. The table summarizes cost data compiled from observation 

of 63 truck loadings at 14 country elevators and 16 rail carloadings 
at 9 country elevators. ‘The cost to load a 1 800 bushel rail car was 
$2.25, whereas the cost of loading a 600- bushel truck was $0.30. 
Loading of boxcars is 214 times more expensive per bushel than load- 
ing of trucks, according to the conclusions reached as a result of that 


study. 
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Table 3 on page 47 of the study indicates the time required and 
direct-labor costs for unloading boxcars and trucks at terminals and 
mills. The cost data was based on observations made of 14 unload- 
ings at 3 elevators using an automatic car dump, 38 unloadings at 
5 elevators using power shovels, and 57 truck unloadings at 12 ele- 
vators employing truck dumps. The direct-labor cost only of unload- 
ing a 1,800-bushel boxcar using an automatic dump was determined 
to be $0.588, whereas by power shovel the cost was $2.688. The 
direct-labor cost only of unloading a 600-bushel truck was $0.21. The 
comparable cost for unloading 1,800 bushels received by trucks would 
be $0.63. 

It will be observed that at maximum labor efficiency the cost of 
unloading trucks is only slightly more than the cost of unloading 
rail cars utilizing the automatic rail car dump. However, the study 
found that power shovels were the most common form of equipment 
used to unload boxcars, probably because the capital investment for 
automatic car dumps is quite high and, therefore, are profitable only 
when both volume and degree of utilization are high. 

Figure 14 on page 48 of the AMS study indicated the cost per 
bushel (labor, depreciation on equipment, and power) of grain han- 
dled by the three methods of unloading at different levels of utiliza- 
tion. 

The cost of unloading rail cars by power shovels was affected only 
slightly by volume operation because cost of a power shovel is small 
and the labor cost. of operation is constant. On the other hand, the 
per bushel cost of unloading rail cars with automatic car dumps and 
trucks with truck dumps was directly related to volume. The cost. of 
both of these latter two methods of unloading declined sharply with 
increase in utilization of such equipment. 

The automatic car dump was less expensive than the truck dump 
at all degrees of utilization from 5 to 75 percent. However, it is sig- 
nificant that the cost per bushel of operating the car dump at 40 per- 
cent of capacity was $0.0013 while the cost of the truck dump at this 
capacity was only $0.0016. At 75 percent of capacity the respec- 
tive costs were $0.0008 and $0.0012. It is significant, too, that the 
cost per bushel of operating the truck dump is less than operating a 
power shovel if utilization of both equals or exceeds 45 percent of 
capacity. 

Mr. Winter said that at the present time he does not anticipate 
that the 1957 study will include a compilation of cost data similar to 
that summarized above. 

The staff calls attention to the fact that the AMS study indicates 
that a 40 percent of utilization, the costs of a truck dump exceed those 
of an automatic rail car dump by 25 percent. In the 1956 uniform 
grain-study agreement, the truck-receiving rate for CCC-owned com- 
modities was adjusted downward so that it is now 133 percent more 
than the rail-receiving rate. The staff has found no mention of the 
AMS study in any of the minutes of the meetings at which the 1956 
uniform grain-study agreement was negotiated. While there prob- 
ably are certain basic objections to the AMS study, just like there are 
to the University of Washington study, the staff feels CSS officials 
should have called the trade’s attention to the disparity between costs 
in the Southwest and Pacific Northwest. 
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Mr. Stanley Thurston, Farmer Cooperative Service, advised that 
in the past FCS has made limited cost studies of country elevator 
operations, but he said such studies were too limited to be used as a 
basis for the negotiation of uniform grain-storage agreement. 

7. Conclusion : 

Mr. Lloyd N. Case advised the staff that originally CSS explored 
the possibility of modifying the truck-receiving rate for all grain 
received at terminal position, but this was objectionable to the trade 
because it felt that producers would bypass country elevators. CSS 
then proposed that the truck-receiving rate for the movement of CCC 
grain be one-half the regular truck-receiving rate. The trade ob- 
jected to this proposal because it felt it would set too low a rate on 
certain grains, i. e., 2 cents a bushel for corn. As a compromise, the 
trade accepted a rate “not to exceed 21% cents per bushel for oats and 
314 cents per bushel for all other grains.” Mr. Case stated that this 
‘ate was not predicated upon the findings of the University of Wash- 
ington because it was felt the study was inconclusive. 

While the new uniform grain-storage agreement does incorporate 
a lower truck-receiving rate (414 cents, including the load-out charge 
for grain other than oats), in assessing the merits of the new rate, one 
must compare it with published tariff rates of terminals located in 
Oregon and Washington. Such rates for receiving “free” wheat by 
truck and loading out such grain to vessels range from 3.1 to 3.4 
cents. For barley the comparable charge under published tariffs is 
2.72 cents per bushel. The staff also deems it significant that some 
terminals in the California area accepted a rate of 24% cents per 
bushel for these services. Therefore, terminals within the same uni- 
form grain-storage agreement are providing the same services at 
different rates. 

The staff emphasizes that it is apparent CSS has not had adequate 
cost data when it has negotiated previous uniform grain-storage 
agreements and still has made no provision to obtain such cost data 
to form the basis of any future negotiations. Mr. Case concurred 
that current cost studies should be made so that CSS would be in a 
position to negotiate intelligently with the trade. He acknowledged 
that such cost studies should include cost of storage, receiving, and 
loading out. 

Mr. Roy Hendrickson advised the committee that a lower truck- 
receiving rate was not justified. To support his contention, he intro- 
duced the University of Washington cost study and remarked that 
the objective character of the study was clear. 

Mr. Hendrickson advised members of this staff that he had not 
evaluated the accuracy of the University of Washington cost study. 
He agreed though that the study applied only to the Pacifie North- 
west, but stated it did indicate a difference of about 114 cents between 
the cost of receiving grain by rail and truck in the Northwest. 

Mr. Hendrickson could not explain the different receiving and 
storage rates prescribed for different areas of the country by the 
uniform grain-storage agreement other than to attribute them to 
historical tradition. He acknowledged that addditional cost data was 
both desirable and necessary to assure that equitable uniform grain- 
storage agreement rates are negotiated in the future. He stated that 
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his cooperatives would cooperate with any cost study, but he said he 
could not speak for the rest of the trade. 

Mr. Hendrickson expressed the opinion that any cost study should 
be conducted by a team composed of accountants, statisticians, grain 
technicians, and traffic men, with both the Government and trade 
being represented. 

The staff feels that the new truck-receiving rate for interwarehouse 
movement of CCC-owned grain is a step in the right direction and is 
in accordance with the previous recommendation of this staff. The 
new rate will permit CSS to effect savings whenever it is practical to 
move CCC grain by truck and the cost of motor transportation is 
more than 2 cents less than rail transportation. This normally would 
be when the grain is moving directly to export position and, there- 
fore, rail-transit privilege is of no value. 

The staff recommends that cost studies be initiated promptly to 
determine the cost of performing all the services for which rates are 
prescribed by the uniform grain-storage agreement. Mr. Case’s com- 
ment that the trade may request that the 1956 uniform grain-storage 
agreneennit be renegotiated as early as 1957 points up the importance 
of promptly undertaking cost studies. Such studies are important, 
too, because there was an indication during the 1956 negotiation that 
the trade might contend that the University of Washington study in- 
dicated that the rail-receiving rate was too low. 


C. ANNIVERSARY PAYMENTS 


The staff’s 1955 report contained the following information with 
respect to anniversary payments, which are also referred to as service 
charges. 

Anniversary payments were first authorized by the 1954 uniform 
grain-storage agreement which contained the following paragraph 
with respect thereto: 

1. A service charge, in the amount of the applicable receiving-charge column 
(6) on grain received by rail or water and in the amount of one-half of the 
applicable receiving-charge column (3) on grain received by truck, shall accrue 
as of each anniversary of the date of deposit falling after the 1954 renewal date 
(May 31 or June 30), and shall be payable with other charges in accordance 
with section 18 of the agreement. 

The anniversary payment ranged from 114 cents to 334 cents per 
bushel according to commodity and area, since it was based upon the 
rail- and truck-receiving rates. 

According to CSS officials, the purpose of the anniversary payment 
was to compensate country elevators for the loss of commercial busi- 
ness, they could not handle because CCC inventories blocked their 
facilities, and to reimburse terminals for the additional cost of caring 
for grain during the second storage year. 

The staff pointed out that anniversary payments were based upon 
the age of the warehouse receipts and not on the actual age of CCC 
grain in storage. Under the uniform grain-storage agreement, all 
grain, whether CCC grain or commercial grain, when commingled 
would be considered on an equal basis. Under such conditions, facili- 
ties are not blocked and turnover may be obtained. All like grain is 
refreshed from year to year, consistent with the turnover provided by 
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the warehouseman’s commercial operations though CCC warehouse 
receipts may be 1, 2, or 3 years old. 

No one interviewed could explain why the anniversary payment 
was based on the receiving rate. All acknowledged that when grain 
was received by truck at a terminal the application of one-half of the 
truck-receiving rate gave the terminal approximately 100 percent 
more for grain such as wheat and grain sorghums than it would 
have received had the same grain been received by rail. All acknowl- 
edged that the method of the receipt of grain at a terminal could not 
justify a differential in the anniversary payment for the same kind of 
grain. 

The staff reported that, if anniversary payments were justified on 
the basis that the elevators could not obtain turnover, there should 
be no differential for truck and rail receipts at terminal position and 
the payments should be prorated over the ensuing storage year. It 
was stated that in the absence of a complete study of costs and turn- 
over, the staff could not determine the reasonableness of anniversary 
payments, 

r. Roy Hendrickson stated as follows with respect to the anni- 
versary charge when he testified before the committee: 

The investigators objected to the anniversary service charge. They assume a 
high volume of eommereial operations coincident to warehouse operations. That 
is inaccurate, for most elevators in most areas since CCC inventories have come 
to dominate the situation. There is a great deal of old-vintage grain in the 
commingled deposits which stand back of current CCC warehouse receipts. The 
risk in storing older grain increases substantially with age. 

The service charge was intended to recognize this, and now we find the CCC 
proposing to drop this because it has been responsive to the criticism of this 
investigation report even before this committee has had a full chance to evaluate 
it. 

Mr. Hendrickson, when interviewed by the staff, advised that when 
the 1954 uniform grain-storage agreement was negotiated the trade 
sought an anniversary payment because it felt it had little chance of 
obtaining a storage-rate increase. However, he said they were fortu- 
nate in that they succeeded in obtaining both the anniversary payment 
and a slight storage-rate increase. 

At the staff’s request five CSS offices supplied the following informa- 
tion relative to the amount of anniversary payments earned by ware- 
Khousemen : 


OUI Sc ccoiicnn torcases crete coo oe fo oran tc ens de eee ear a aca, * $1, 455, 488. 92 


Portada, J 2G jet wal MAAS lS OCC UOSUIEETE, ONS PA. dE) * 1, 044, 501. 86 

paises... 2 layvisw AD Den do LULL SE ate ee. SEs Ss 12, 496, 023. 06 

CRORE qi ecereig see b hid aplenbren= ws Hein Sf go taf Gam senility hcp SANE dean pinche me 2, 152, 852. 53 

RN ae aa ak tetera an ls aha ninincten in ationacdgiealla ates diiagebonae a 9, 183, 702. 65 
1 Fiscal year ending June 30, 1955 ; others for July 1, 1954—Dee. 31, 1955. 


The amounts set forth for Chicago and Kansas City represent. actual 
anniversary payments earned, whereas the amounts reflected for the 
other offices are estimates. The records of the latter offices were not 
set up in.a manner to reflect this information without considerable 
clerical time required to compile it. 
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The Chicago and Kansas City offices were also able to furnish the 
names of the recipients of the 10 largest payments, which are as 
follows: 

















Firm Chicago Kansas City 
Cargill, Inc., Albany, N. Y.........--------. Dict ob increas peti dane dhe dimaanigs = 3 bin “ot <5 2 ee See 
ee I on eno Gn chow ese Sbondn age snqees nul Jone Ses ELC OD iets ctactcae sos 
Cargill, Inc., Maumee, Ohio_______...-....-... balekh db biped species wad 196, 612.77 | ecsys- 555-04. 
a 8. oO ee a enn) anne ort he | 
es DEP Jol eh, cid Abcbck ns a dddouwebuvotdebouscwnendcodtbae 2 54, 686. 88 2 117, 951. 36 
Ne i emai enlinnase pop duit ene} onan , ef ere 
fe eo a Ba a t3s%s% pote sated Pee ia S2.86523-2524 
Farm Bureau Cooperative Association, ‘Inc... baeteias soon i - By ORR ED nw. -5h dds 
Anderson Elevater Co__._.....___-- De ee ti ke 4 23, 372. 23 |. eeanoea 
Indiana Farm Bureau a Association, Mee LUC fd westeuk a. 22, 036. 02 |_......--- 
Farmers Cooperative Association._ Sten Siidetcls Cli Ab bain aim o'uis caltin ‘e WA; OR 1G a dee tad-<n-d 
Bartlett & Co_.__...--.-__- Siaectiie Gale ae tmctinnd be db'seees Noe i ; 224, 885. 18 
Ce aie, 5 tala kd end 23 be ~ decid wie shee salen sb eeels Soba} bbs obs ‘ 335, 836. 22 
EE PIO ann Soc bens o anes Cee < velialinte = dehiboeaaditens ake ai one acwd ee 326, 378. 02 
Farmers Cooperative Commtission Co_.........._-__- Jebdhd bos. debi. él 284, 810. 28 
Nebraska, Kansas, Colorado Grain Co___...........-. echt Mita eliis Jol he sabe ches pha 215, 722. 74 
Cee earn Cr se 2s ac bocce cc cewee S.J thade inant dckoenned dee subse dt 148, 637. 14 
West Central Cooperative ¢ ONT sr ct dialiny &. Aalst. 334s540escendioly 4 6. thisiacy ataad | 117, 740. 97 
Continental Grain Co_. eda ole adios tn ael oeaae ab ae ; 111, 300. 74 
1 — SaEGSD 
Wie oe ee ot BOS i sp hu _..| 376,915.01 | 2,085, 576.03 








1 Total Cargill, Inc., $363,832.90. 
2 Total Standard Milling Co., $172,638.24. 


As previously indicated, CSS officials have said anniversary pay- 
ments were incorporated in the 1954 UGSA to reimburse country 
elevators for the loss of receiving charges because CCC inventories 
blocked their elevators and to reimburse terminals for the additional 
cost of caring for CCC grain during the second storage year. The staff 
in its 1955 report suggested that these payments were not justified 
because many elevators enjoyed consider able turnover and, therefore, 
their facilities were not blocked and the grain was not nearly as old as 
the warehouse receipt indicated. Because members of the trade have 
stated both at negotiating sessions with CSS officials and before the 
committee that the staff erroneously assumed elevators enjoyed con- 
siderable commercial turnover, the staff requested CSS offices to sub- 
mit turnover figures for elevators within their areas. 

The turnover figures submitted by the offices indicated that turn- 
over varies between areas and also within specific areas. For example, 
terminals in the Duluth area showed a turnover of approximately 300 
percent while in the Minneapolis area the terminals had a turnover of 
about 150 percent. In the Minneapolis area independent country 
elevators sampled had an average turnover of 900 percent whereus 
line country elevators turned over approximately 200 percent. Turn- 
over for elevetors in the Dallas area ranged from 10 to 600 percent 
while in the Portland area it ranged from 0 to 700 percent. 

Since the Chicago and Kansas City offices were able to identify the 
10 recipients of the largest anniversary payments, these offices were 
requested to submit turnover figures for those elevator stations earn- 
ing the anniversary payment for the 10 largest recipients. These 
turnover figures ranged from zero to 1032 percent and from 150 to 
450 percent for Kansas City and Chicago areas, respectively. 

In interpreting the results of the turnover survey, it should be 
pointed out that it does not indicate conclusively the extent to which 
anniversary payments were not earned. Further refinement of the 
turnover figures would be necessary to determine turnover of specific 
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grains. This would require allocation of capacity to specific grains. 
The survey, conducted does indicate the probability that a substantial 
portion of the anniversary payments could not be justified on the 
basis that the elevators lacked turnover. It indicates that, contrary to 
opinions expressed by the trade, elevators do have substantial turnover 
and points up the fallacy of CSS paying anniversary charges on the 
basis of the age of warehouse receipts. The further refinement of 
turnover survey was not made because the 1956 UGSA dropped the 
anniversary payment. 

While the anniversary payment was dropped from the 1956 UGSA 
level storage rates were adopted in lieu of the previous accelerated 
rates and CSS officials have acknowledged that a part of the anni- 
versary payment was blended into the level rates. 

The following table compares the storage charges per bushel for 
corn and wheat under the 1954 and 1956 UGSA. 


GRAIN RECEIVED BY TRUCK 


| 


























6months | 12 months 1 year and a 
| day! 
AP Og Ae = ae ee Bo See | 
~ | 
Corn: Cents Cents Cents 
Weeewc.'. ese ; : ; | 85 | 15. 333 | 17. 333 
| Ses er hath , d baddicsit 8&1 | 16. 425 16. 425 
Difference - - - - akad 4 21.092 | . 908 
Wheat area IIT: ila rt Pen 
10645... 4.0 bth binas bia 8.5 | 15. 333 | 18. 583 
1956. 8. 28 | 16. 790 16. 790 
Difference _......... eR , wpaba-e} .22 | 21. 457 | 1. 793 
GRAIN RECEIVED BY RAIL 
Corn: Cents Cents Cents 
1954... .- ‘ j yt 9. 00 15. 666 17. 166 
1956_ : 8. 10 16. 425 16. 425 
Difference... -- .- . ; 90 2. 759 . 741 
Wheat area ITT: ihe | SUL itt Es 
1954 | 9. 00 15. 666 17. 166 
1956___- . Sees vee snnged pct 8. 28 | 16. 790 16. 790 
Difference... este NS: } .72 | 21.124 . 376 





1 Charges for 1 year and a day include anniversary payment due on the first day of the seeond year under 
the 1954 UGSA. For corn received by truck the anniversary payment was 2 cents whereas if received by 
rail it was 144 cents. For wheat area III received by truck it was 34 cents; if received by rail, it was 14 
cents. 

2 Denotes 1956 rates more than 1954 rates. 


The following conclusions may be drawn from the above compari- 
son of 1954 and 1956 storage charges: 

1. The storage charge under the 1956 UGSA is slightly less than 
under the 1954 UGSA for storage period of 6 months. 

2. The storage charge under the 1956 UGSA is slightly more than 
under the 1954 UGSA for storage period of 1 year. 

3. At the end of a year and one day the storage charges under the 
1956 UGSA is less than under the 1954 UGSA because an anniver- 
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sary payment was due under the 1954 agreement. The 1956 UGSA 
has blended: mto the level storage charge the following anniversary 


payment : EA 
enn eccleeng = ede SReRnT Ree IN 1. 092 
Tae Cbies SOGR ree eT ne on an nnn pense pneeosen . 759 
For | wheat received) by truckuii ili ce ie 1. 457 
Fer, wheat, received by nell. 4b nh ap iiss d-s 1. 124 


The amount blended into the level storage charge represents from 
about 45 to 75 percent of the anniversary payment previously paid 
under the 1954 UGSA. 


D: ACCUMULATION OF PREMIUMS AND DISCOUNTS 


The following is a summary of the staff’s finding with respect to 

remiums and discounts. as reported in the'staff’s 1955 report. 

CSS officials interpreted section 13 (a) (ii) of the 1954 UGSA as 
permitting country elevators to offset an underdelivery in quantity 
caused by rejection of some part of a shipment against an over- 
delivery of quality. 

This section was also interpreted to require that any discounts paid 
by country elevators be set up on the books of the commodity offices 
and be refunded to the warehousemen if they subsequently earned 
a premium. 

The staff previously questioned whether these interpretations actu- 
ally reflected the intent of this section of the 1954 UGSA. CSS 
officials explained their interpretation that discounts should be set up 
on the commodity office books by saying that the section does not 
specifically prohibit the practice. It was the staff’s opinion that the 
setting up of discounts that can be collected if the warehouseman 
subsequently earns a premium tends to encourage a warehouseman 
to overprotect himself when he issues a warehouse receipt for producer 
grain. 

Section 13 (c) (ii), first incorporated in the 1952 UGSA and 
retained in the 1954 UGSA, reads: 

* * * Tne value of any overdelivery in quality not so offset as of date of the 
termination of this agreement shall be dropped, except that for the purpose of 
this provision the execution of a revised uniform grain storage agreement 
superseding this agreement shall not be construed as a termination of this 
agreement, 

Prior to 1952, premiums were dropped after CSS has settled with 
the country elevator for a particular crop year. 

The staff determined that the balance of the premium account was 
nominal at all CSC offices except at. the Minneapolis office. At Minne- 
apolis the. premium account appears to be in line with those of other 
offices until about July 1, 1954, when it started to increase rapidly 
Indicative of the rapid increase is the fact that from July 1, 1954, to 
June 30, 1956, the premium account increased, from $915,000 to 
$8,911,872, an increase of about 900 percent in 2 years’ time. 

The staff questioned the 1952 change which permitted the indefinite 
accumulation of premiums because some of the CSS officials inter- 
viewed stated that part of the premium probably was not earned 
by the warehousemen and the indefinite accumulation encouraged 
warehousemen to deliver poor quality wheat to CCC because dis- 
counts could be offset against premiums. 
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On December 7, 1955, Mr. Marvin McLain advised this staff that 
the following changes would be proposed to the trade with respect 
to premiums and discounts: 

1. Section 13 (a) (ii) should be rewritten to provide that only 
quality deficiencies may be offset against the premium account and not 
underdeliveries of quantity. 

2. Section 13 (c). (ii) should be rewritten to provide for a 2-year 
cutoff period for carrying forward quality credits. 

8. Section 13 (c) (ii) should be rewritten to provide that underde- 
deliveries in quality could be offset only against previous overdeliv- 
eries in quality. 

A review of the 1956 UGSA indicates that the following corrective 
action was taken with respect to premiums and discounts: 

1. Section 13 (a) (ii) was rewritten to provide that only quality 
underdeliveries (not quantity) may be offset against quality over- 
deliveries. 

2. Section 13 (c) (ii) was rewritten to provide that both quality 
over- and underdeliveries will be carried forward but will be dropped 
at the end of the third calendar year following calendar year during 
which the premium was earned or the discounts paid. ‘This seetion 
provides that premiums and discounts accrued subsequent to the 
1952 UGSA and prior to the 1956 agreement shall be construed as 
having been earned during calendar year 1956. 

A review of the minutes of the hearings with the trade indicates 
that the trade was opposed to dropping premiums already accrued. 
The trade objected strenuously to CSS’s proposal that premiums be 
dropped at the end of 2 years and countered with a proposal that 
premiums be carried forward 5 years. Mr. Roy Hendrickson in 
opposing a 2-year cut off period stated in part: 

I think, that you probably would endanger the interests of CCC itself by 
shortening this period up, by in effect putting in an incentive year to stimulate 
lower quality deliveries so as to balance the books, you sort of stimulate that. 
You have not been hurt in the process. Sure, you have built up contingent 
liabilities, so to speak, but they will be washed out if you allow a longer period, 
and they may not necessarily be washed out. There should be opportunity, 
taking into account the longer cycle of production, and variations in quality, 
that it would be fair, it seems to me, and that is a feeling I have been trying 
to reflect, that a period of four or five years would be far more fair to CCC, 
without hurting CCC, and probably would be in their best interest. 

Mr. Stanley McMahon, Grain Division, CSS, advised that while the 
minutes do not reflect it a proposal was made to the trade at Chicago 
that the UGSA should be rewritten. to provide that discounts could 
be offset only against previously earned premiums. He said the notes 
made at the Chicago meeting indicate that the trade was very much 
against this proposal with the result it was not adopted in the final 
compromise. 

The staff in its 1955 report set forth a teletype dated September 
93, 1955, from Mr. James A. Cole, director of the Minneapolis office, 
to Mr. Frank R. McGregor, Deputy Administrator, Operations, which 
teletype related to the increase in the premium account in the Minne- 
apolis area. In this teletype, Mr. Cole stated in part: 

This tremendous increase in the premium account has been brought about by 
premiums for the shipment of higher test weight and higher protein wheat 


than called for by the warehouse receipt. We do not believe that the premiums 
established because of better test weight should he considered as realistic since 


91412--57—-pt. 6——4 
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normal handling of low-test weight wheat has been known tod increase the test 
weight from 1 to 3 pounds per bushel. We also wish to point out that warehouse- 
men particularly in the States of North and South Dakota do not report the 
true protein content of the wheat and usually report what they personally in- 
dieate is an average protein content. 

It would appear from the rapid buildup of the premium account through the 
delivery of higher protein wheat than called for on the warehouse receipts that 
the protein content reported on the warehouse receipts has been considerably 
below the actual protein content of the wheat. In other words, it would not 
appear that warehousemen should be entitled to the privilege of offsetting dis- 
counts against a premium account which has resulted from conditions beyond 
their control with respect to the increase of test weight of the wheat and from 
failure on the part of the warehouseman to give producers full eredit for the 
protein content of the wheat. 


The staff previously reported that. there were indications that. ware- 
housemen may not report the actual protein content when they issue 
warehouse receipts to producers. 

Because of the rapid increase of the Minneapolis premium account 
the staff requested that. office to analyze the account to determine the 
extent to which the premium was the result of the warehousemen 
delivering : 

1. Higher test weight than called for by the warehouse receipt. 

2. Higher protein than called for by the warehouse receipt. 

The Minneapolis office advised on August 22, 1956, that an analysis 
of approximately 5 percent of all loading orders processed during 
the 2 years ended June 30, 1956, reflected the following: 





Percent 
1. Net increase attributable to delivery of higher test weight than called 
a A A oaths he gee Seer es ge sempre ores Apes alm 2) 
2. Net increase attributable to delivery of higher protein than called for 
ty Tumeur eee. WON oie a ok Leite salen 40 
3. Net decrease attributable to other factors___.____~_- did eet ameenaiocaniin (2) 
100 


The staff also requested the Minneapolis office to tabulate the protein 
and test-weight premiums and discounts for the 2 years ended June 
30, 1956. The tabulation indicates that both protein and test-weight 
premiums and discounts vary widely. Protein premiums and dis- 
counts have fluctuated irregularly from month to month. Test-weight 
premiums and discounts, on the other hand, tend to show more of a 
definite pattern or trend. As an example, 50-pound test weight spring 
wheat sold at a 38-cent discount on January 3, 1955, and continued 
to sell at approximately this discount until it started to decline on 
August 15, 1955. By October 13, 1955, the discount had declined to 
16 cents and has remained at approximately this discount. through 
June 30, 1956. Other test-weight discounts declined similarly dur- 
ing this period. 

The Minneapolis office was requested to analyze the effect that a poor 
crop followed by a good crop would have on the buildup of premiums. 
The staff suggested that the Minneapolis office might control the 
buildup of the premium account by not ordering out low-test weight 
and low-protein wheat until such time that warehousemen might be 
expected to ship such wheat or until such time that premiums and 
discounts were realistically based upon current crop prospects. In re- 
sponse to this request the Minneapolis office furnished the following 
information on August 22, 1956: 


There are many aspects to take into consideration in analyzing the effects that 
a poor crop followed by a good crop would have on our premium account. Our 








le 
t= 


le 
at 
ly 
ot 
S- 
1d 


1e 


1e 


at 
1e 
on 


1s 
4 


nt 


te 


or 
ns. 
he 
ht 


nd 


re- 
ng 


hat 
Jur 


49 


approach to this very important problem is from the standpoint of the country 
warehouseman and the part he plays in storing and shipping grain for CCC 
as well as for others in this particular area. 

Country warehousemen operating in this area (covering thousands of elevators 
served by this office) under the uniform grain-study agreement usually receive 
bulk grain direct from the farm and store the grain on a commingled basis 
principally because of the limited individual elevator bin space. Much of the 
country elevator space in this area is used primarily to assist in the market 
movement of grain with each lot of grain remaining in such space for only a 
short period of time. Therefore, it is very difficult, if not impossible, to determine 
the quality. of grain that is on hand in country elevators for any particular 
period. Also, most country operators have three or more turnovers each year. 
Therefore, it is very unlikely that the warehouseman would maintain special 
lots of identity-preserved grain in any large quantities. There are special cases 
when CCC may allow grain to remain in store for indefinite periods of time, 
especially in cases of crop failure in certain areas subject, of course, to the 
possible need of such grain for program use. Further, during the past few years 
there has not been sufficient off-farm storage space in existence in country 
elevators to store all of the wheat and other grains produced in a crop year; 
therefore, the country elevator space is needed in the market movement and 
certainly not available for long-time storage. 

Merchandising operations during certain market trends and conditions is 
possibly the greatest force that will materially affect the quality of country 
elevator stored grain and also substantially offset our premium account. For 
example, a sudden rise in market protein premiums will cause high-protein wheat 
to he shipped to terminal markets thereby reducing the quality of country 
elevator-stored grain. Conversely, a decline in protein premiums would force 
the country warehouseman to cease shipments of good protein wheat and such 
wheat might then be shipped and applied on CCC open-loading orders. In other 
words, the warehouseman could deliver a better quality of wheat than was called 
for by the warehouse receipts and supplemental certificates which would also 
increase the premium account. 

We are simply bringing these few facts to your attention in order that you 
may clearly see why country shipping and storage operations, over which we 
have no control, can lend to our many problems, especially as to quality on 
hand in country elevators as compared to CCC inventories and the relationship 
these inventories may have on our premium account. 

Going back a few years, we recall that the 1952 wheat crop was of good quality 
and a large percentage of this crop went under loan. The wheat under loan 
that was not redeemed on April 30, 1953, was, of course, taken over by CCC 
in country elevators and on farms. The year 1953 produced a very poor crop 
of light test-weight wheat and this wheat was eligible for 1953 crop wheat loan 
program which matured on April 30, 1954, and which was also eligible for reseal 
in 1954. The 1954 and 1955 wheat crops were of average quality except the 
1954 durum crop. Therefore, during the 4-year period stated above, we experi- 
enced 1 poor crop year: namely 19538. Accordingly, country elevators should 
have had on hand a quantity of low-grade wheat during the years 1953, 1954, 
and 1955. Even our present inventories show stocks of light test-weight wheat 
that should be in country elevators. However, we are certain that practically all 
light test-weight wheat has been disposed of at this time as a number of our 
loading orders restricting shipments to less than 54 pound wheat were returned 
by country warehousemen stating that they did not have the light wheat in 
stock. Toa certain extent, this is a normal condition due to the fact that wheat 
will increase in test due to handling operations. 

In summarizing the above crop years, we find that during 1954, the year we 
acquired the 1953 poor wheat crop, we issued loading orders for anproximately 
20 million bushels of light test-weight wheat. During the last half of 1954 we 
estimate that 80 percent of the wheat shipped to terminal graded 54 pounds or 
less and 20 percent graded over 54 pounds. 

There is only one answer—elevators were shipping a better quality of wheat 
to CCC in 20 percent of their shipments; consequently, the premium account 
increased considerably. Whether or not the warehouseman realized a gain 
or loss in selling light-weight wheat in the open market is impossible to ascer- 
tain, because of the large spread and fluctuation in market premiums and. dis- 
counts for both.test..weight and protein. In order to properly evaluate the impact, 
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the cycle of good and bad crop years would have upon the establishment ef 
premiums and discounts, the following facts must be considered: 

The primary purpose of the country warehouseman is to profitably market 

the grain produced in his area and to render services to those producers. In 
order to do so, he must store all grains received on a commingled basis, turning 
his stocks at least 3 or 4 times a year and ship grain whenever and at a time the 
market is most favorable for the particular grade and quality of grain he has 
warehoused. Since he must do this with his free grain, it is natural that he must 
handle CCC grain in the identical manner and which, of course, he is permitted 
to do under the uniform grain-study agreement. 
" Based on the above theory, it is logical, if not. provable, that grain of good 
grade and quality received: in the country elevator from the 1952 crop year 
(which was a good year) actually moved to terminal market during the fall, 
winter, and spring of 1952-53 even though the warehouseman’s trust liability was 
not established for CCC grain until the takeover in 1953. Therefore, when the 
low grade and quality grain.of the 1958 crop year (a poor year) moved from the 
producer to the country elevator and ultimately to terminal market such ship- 
ments were made against a higher trust liability and, therefore, resulted in dis- 
counts being assessed against the shipper and conversely shipments of good grade 
and quality against a low trust liability. would result in the establishing of pre- 
miums. Therefore, if there were no.ether factors involved, the completion of 
any cycle of crop: years would balance the discounts against the premiums. 

However, there are other factors;over which this office has no control, which 
do‘help to build up the premium accounts and the foremost of these factors is 
the difference, between the rigid premiums and discounts established for loan 
determinations and the flexible. and extremely variable market premiums and 
discounts established at the time of shipment and which are used in the settle- 
ment of loading orders, 

For example: A producer delivers wheat to a local elevator as collateral for 
1954 CCC. loan and the producer and warehouseman agree that it grades No. 3 
wheat for which the producer is discounted 3 cents per bushel on his loan. How- 
ever, it is generally understood that the warehouseman will utilize a slight toler- 
ance in establishing the grade so he can be reasonably sure of not incurring a loss 
at the time of shipment. .Therefore, the test weight of No. 3 wheat could actually 
be 56 pounds, 57 pounds, or even 57.9 pounds and the producer is not concerned 
since his loan is based on numerical grade only and not on test weight. There- 
fore, if the average trust liability on the loading order is No. 3 wheat with a test 
weight.of 56 pounds and the wheat, shipped by the warehouseman for application 
against the loading-order settlement, was graded at the higher test weight, the 
shipper stands to profit from 5 to 10 cents (basis July 1954 market discounts) for 
each pound test weight over 56 pounds so delivered. Since 60 percent of the pre- 
mium account is built up by premiums paid for test weight, we believe that the 
above problem example multiplied many times over is part of the answer. The 
remaining 40 percent is premiums paid for protein and the buildup of protein 
premium is similar to the buildup for test weight. 

In our opinion, the buildup of the premium account is greatly accelerated by 

(1). the tendency of the warehouseman to minimize the grades established 
for CCC loan grain, 

(2) his practice to ship grain during the most favorable market and, 

(3) the wide spread variance between lovn rate discounts and premiums 
and the market premiums and discounts used for settlement purposes, 

* * * We believe that one of the most important functions of this office, be- 
cause of the many classes and varieties grown in this area, is the judicious choice 
of grains as represented by warehouse receipts and supplemental certificates 
in order to. secure maximum value for CCC inventories. Good judgment and 
aptitude can result in a very material accretion of value of inventories mer 
chandised over an extended period of time. However, the uniform grain-study 
agreement provides that at locations whre official weights and grades are not 
available, the warehouseman shall load out or deliver grain of the same class 
and quality and of a grade fairly, representative of the grain described on the 
warehouse receipts and supplemental documents, 

The objective of a mixing operation is to dispose of low-grade stocks in such a 
manner as to improve the average valye or to minimize losses as in the case of 
deteriorated grain. On certain occasions we have attempted to segregate the 
grades and issue loading orders covering just No. 1 Heavy Dark Northern Spring 
Wheat and in these cases the warelidtisemen have returned the loading orders 
stating that they refused to be penalized for 60-pound wheat inasmuch as they 
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received and stored all wheat on a commingled basis. We, of course, were cog- 
nizant of this fact, but it was an attempt on our part to control the premium 
account over a period of time. 

Also, in 1954 (the year CCC took over the poor 1953 crop), we advised ware- 
housemen that we would have no recourse but to reject all cars of wheat which 
contained over 54 pounds test weight shipped against light weight wheat loading 
orders, Again, loading orders were returned by the warehousemen requesting 
eancellation because of their inability to ship light weight wheat. We realized 
that country elevators, with the exception of unusual cases, stored grain on a 
commingled basis ; however, it was an attempt on our part to control the premium 
account. 

We would like to bring out at this point that the issuance of country loading 
orders are contingent upon many factors, such as, availability of terminal 
storage facilities, boxcars, vessel space, loan maturity dates and further in- 
fluenced by economic and other changing conditions. 

Therefore, our country loading order policy matters are frequently changed 
or augmented from time to time to meet prevailing circumstances. As you know, 
the Corporation took over very substantial quantities of grain during the past 
few years which had to be moved as expeditiously as possible to terminal stor- 
age to make room for new crops. When tight storage conditions exist in the 
country it is our policy to issue loading orders on a large scale to provide quick 
relief to country elevators. Under these conditions, it is very difficult to even 
attempt to fully control the quality of the loading orders or the possible build 
up of the premium account because of the rapid accretion and disposition of 
“on paper” inventories. In addition to the above, we feel there are many other 
uncontrollable factors that would prohibit or materially limit the control of 
the premium account. Such factors would include— 

(1) Fluctuation in cash and future market prices, 
(2) Market spreads for protein and test weight, 
(3) domestic consumption of wheat, 

(4) exportation of wheat, 

(5) acreage allotment and 

(6) weather conditions. 

* * * We have thoroughly reviewed the problem and wish to state that we 
have no further recommendations at this time with the one exception that the 
only means of controlling the premium account would be to maintain CCC 
country stocks on an identity preserved basis. This, of course, would not be 
entirely feasible for the reason that the primary function of the country ele- 
vator is to receive, store and distribute grain and the fact that elevators have 
limited bin space. * * * 

[Italie supplied. ] 

The staff interviewed Mr. James A. Cole on November 21, 1956, 
concerning methods by which the buildup of the premium account 
could be minimized. 

Mr. Cole said he felt his office was doing everything possible to 
minimize the premium account. 

He pointed out that under the provisions of the UGSA country 
elevators accrue a premium if they loaded out higher quality grain 
than is called for by the load-out order, and the w arehousemen are 
under no obligation to load-out a specific quality of grain. 

The possibility of incorporation of a provision in the UGSA 
which would limit the accrual of premiums and the application of 
discounts was discussed with Mr. Cole. He said when the premium 
provisions were incorporated in the UGSA they were intended to 
provide for overdeliveries and underdeliveries of quality which were 
beyond the control of the country elevator due to the inability to 
load out the specific quality called for by loadout orders. It was 
not conceived at the time the premium account was ine orporated in 
the UGSA that country elevators would deliver to CCC grain either 
several grades better than called for by the loadout orders or several 
grades poorer than that called for by loadout orders. 
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Mr. Cole stated there is no doubt but that the accrual of premiums 
encourages the delivery of lower quality grain to CCC whenever 
country elevators either have or can acquire such grain for delivery 
to CCC. As an illustration, Mr. Cole cited the fact that recently 
country elevators have acquired some frost-damaged wheat and 
have been mixing this wheat into deliveries to CCC to the extent per- 
mitted by the standards. He said that fortunately there is not much 
of this frost-damaged wheat available to the trade. 

Mr. Cole further said that he recently had a conversation with 
Pete Stallcop, executive secretary of the Northwest Country Eleva- 
tors Association, during which Mr. Stallcop informed him that when 
loadout orders are issued in the future the country elevators would 
deliver low-test weight wheat and low-protein w heat to the extent 

ossible in order to work off their premiums. Mr. Cole said there 
is nothing that his office can do under UGSA to prevent such de- 
liveries. 
Conclusion 

Prior to the 1952 UGSA premiums were dropped after settlement 
had been made for a particular crop year. The 1952 UGSA provided 
that premiums would be carried forward indefinitely. When the 
1956 UGSA was negotiated, it provided that unused premiums be 
dropped at the end of the third year following the year accrued. 

Premiums on the books of the Minne apolis office totaled $8,911,872 
as of June 30, 1956, which represented an increase of approximately 
900 percent within a period of 2 years. During this time, premiums 
for wheat alone totaled $8,385,587 while dise ounts for wheat amounted 
to $1,138,645. 

The staff is cognizant that country elevators cannot at all times load 
out precisely the quality of grain called for by load-out orders and, 
therefore, there is some economic justification for accrual of premiums, 
However, the staff notes with concern that CSS officials agree that a 
portion of the accrued premium probably is unearned but they are 
unable to say how much is unearned. 

Even Mr. Roy Hendrickson indicated that some of the premium 
is unearned when he commented in his Washington Newsletter dated 
March 4, 1956, that— 
the country warehouse receipt was niggardly in its unofficial evaluation of wheat 
put under loan by the farmer. 

The director of the Minneapolis office particularly has stated that 
the buildup of the premium account probably has been accelerated by 
the tendency of warehousemen to minimize the grades established 
for CCC loan grain. 

The staff believes that the loan-rate structure itself tends to encour- 
age the minimizing of grades because loans are made on the basis of 
numerical grade a with no consideration given for grading factors 
within grade, i. e., test weight. Producers, therefore, are primarily 
concerned with ianaev iene an accurate grade and have no monetary 
reason to insist on actual test weight w ithin grade. Since the United 
States grain standards for most classes of wheat allow a tolerance of 
1.9 pounds within each of the first 3 grades, the warehouseman may 
minimize the test weight factor up to 1.9 pounds and, if he does so, 
would be in a position to accrue an unearned premium when CCC 
orders out the wheat if test weight is a price factor. 
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The staff believes that CSS should take the following action: 

1. The Minneapolis office should make a study of the reasons for the 
rapid buildup. of premium accounts to determine the extent to which 

remiums asained were unearned by the country elevator. When this 
ias been determined CSS will be in a position to negotiate UGSA 
provisions with respect to premiums and discounts which are equitable 
to both Government and country elsvators. 

The staff believes that, consideration should be given to placing a 
limitation upon the accrual of premiums and the application of dis- 
counts. As an example, premiums could be limited to those accruing 
for a one-grade difference between the quality of the grain called for 
by the load-out order and that actually delivered. The application of 
discounts could be limited in a similar manner. 

2. The Minneapolis office should make every effort to control the 
buildup of a premium account by not ordering out grain when abnor- 
mal premiums will be accrued. The Minneapolis office should also 
attempt to order out the quality of grain, that it has reason to believe 
from inspections, the country elevators will ship. 

3. CSS, Washington, should review the possibility of making its 
loan rate structure more flexible in order to provide for payment. for 
test weight within grade in differentials of one pound for each of 
the first three grades of wheat. 

The staff desires to indicate the importance of premiums by point- 
ing out that CCC losses in many instances the premium quality of its 
wheat when exports are made out of east coast railroad terminals. 
These terminals are responsible for delivery of only the numerical 
grade of grain received. Compliance and Investigation Division (C. 
and I.), CSS, investigations of the operations of elevators located at 
Baltimore and Philadelphia indicate that it is the practice of such 
elevators to utilize CCC high-quality grain to increase the quality 
and grade of the elevators’ own grain. Additional comments on 
this practice are contained in the section of this report dealing with 
forwarding agents. 


E. WAREHOUSEMEN’S LIABILITY FOR BROKEN GRAIN 


The 1954 UGSA for the first time contained a provision under 
section 11 (h) which limited the warehousemen’s liability for broken 
grain. This section was retained in the 1956 UGSA when the trade 
objected to any modification of it. The provisions of section 11 (h) 
are— 


Notwithstanding any other provisions of this agreement, Commodity shall not 
have a right to reject grain solely because of grade or quality deficiency result- 
ing from breakage of corn, soybeans, and grain sorghums, and the warehouse- 
man shall not be liable for the value of such deficiency, if such breakage was 
unavoidable and not the result of the warehouseman failing to exercise due care 
or provide appropriate warehousing services. 


Mr. Donald E. Smith, director of the Kansas City office, sums up 
the difficulty in fixing responsibility for brokens in the following state- 
ment made to the staff, March 28, 1956: 


* * * Through experience, we have found it practically impossible to prove 
negligence on the part of warehousemen when grain grades down on account 
of “cracked kernels-foreign material.” Asa result of such experience, we have 
adopted the policy of assuming a one-grade drop in quality, if the drop in 
grade is entirely due to “cracked kernels-foreign materials.” Where the quality 








o4 


drops more than one grade due to foreign material, we request the shipping 
warehouseman to furnish us a statement, in writing, as to the cause of the 
excess foreign material and the reasons why he should not be charged with 
the applicable discount. If turning and conditioning the grain is given as 
the cause and we find no record of poor warehousing in the warehouse examina- 
tion reports, we do not assess a discount against the warehouseman. * * * 

The staff determined that because of the difficulty of fixing responsi- 
bility under this section, warehousemen have been assessed only $885.33 
for brokens. However, the loss to CCC from July 1, 1954, to March 
1, 1956, has been only $7,091.87. The Dallas office estimated that 
it would have lost $19,356.26 due to section 11 (h) except for the 
fact that it was able to blend all grade 3 sorghums and obtain grade 2 
sorghums. 

he minutes of the Kansas City meeting indicate that it was at 
this meeting that CSS first proposed that section 11 (h) be dropped. 
Mr. Case, in answering arguments of the trade that the section not be 
dropped, made the following comment: 

Our problem, of course, in 11 (h) comes in ascertaining or determining, if such 
breakage was unavoidable and not the result of the warehouseman’s failure to 
exercise due care. I am not implying that warehousemen are not exercising 
due care, but as a practical matter in the operation of a warehouse handling not 
only Commodity corn and beans, but those of others, that Commodity fears 
getting itself in a position where all of the brokens resulting from the opera- 
tions becomes deliverable to Commodity and thus it is placed in a position, and 
there have been expressions of concern about it, of taking all of the warehouse- 
man’s brokens, when as a matter of fact it ought not to take any more than its 
proportion of the commodity according to the volume of its grain moving through 
the warehouse. The feeling is that the protection to Commodity in this section 
is, as it now stands, not adequate, and in the normal handling of grain a ware- 
houseman buying and selling would take his breakage in stride, and CSS is in 
the position of not getting the grade called for no matter what has happened. 

Mr. Roy Hendrickson opposed the dropping of section 11 (h) and 
in so doing he said, in part: 

I think it is wrong to intrvduce this very important change at this late hour 
and I am sure it is going to be very unacceptable as to all warehousemen. 

Conclusion 

Mr. Case acknowledged that while the loss to CSS on account of 
brokens had been negligible to date, it could become sizable because 
warehousemen could deliver to CSS brokens caused not only by the 
storage of CCC grain but, also, by the warehousemen’s commercial 
operations. 

In view of the potential loss, it is recommended that CSS, Washing- 
ton, require Commodity offices to submit periodic reports reflecting 
the loss to CSS because of this section of the UGSA. The staff be- 
lieves whenever new provisions such as this are incorporated in the 
UGSA, CSS should take steps to determine their cost. 

If the loss due to brokens increases materially, it is recommended 
that when the UGSA is again negotiated, the section pertaining to 
brokens be revised so as to require CCC to accept only its pro rata 
share of brokens. 

F. PROTEIN TOLERANCE 


The 1950 UGSA had a protein tolerance of 0.3 percent which was 
reduced to 0.1 percent by the 1952 UGSA. However, the 1954 UGSA 
again made this tolerance 0.3 percent as did the 1956 agreement. 
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Protein tolerance is most important in the Minneapolis area because 
it has the most high protein wheat, and 0.1 percent of protein may be 
worth 11% cents per bushel especially within the 15 to 16 percent 
protein range. 

The director of the Minneapolis office stated at a meeting with the 

‘rade in February 1954, prior to the revision of the 1954 U GSA, that 
in 1950 many warehousemen loaded out to the exact 0.3 percent toler- 
ance. He said the tolerance should not be taken as a gift. Rather, 
it was to protect the warehouseman against a genuine ‘misjudgment. 
He was of the opinion in 1954 that a 0.1 percent tolerance was too low 
and said he thought it should be at least 0.2 percent. 

At the request of this staff, the Minneapolis office tabulated load- 
out orders for the 6 months ended June 30, 1955. This tabulation in- 
dicated that on an average warehousemen were loading out approxi- 
mately the same protein that was called for by the load-out orders. 
In view of this fact, this staff makes no recommendation with respect 
to this portion of the UGSA. 


G. MISCELLANEOUS 
1. Original UGSA 

The Agricultural Act of 1938 authorized CCC for the first time to 
make loans on warehouse stored wheat. Mr. John E. Tripp, Asso- 
ciate Director of the Grain Division, advised that when CCC be- 
gan making warehouse stored loans it also had to be in a position to 
accept and store the wheat in event the producers defaulted on their 
loans. 

Mr. Tripp advised that CCC determined that from an opera- 
tional standpoint, it would be both desirable and practical to draw 
up a uniform grain storage agreement. The first UGSA was written 
in either 1938 or 1939. Mr. Tripp said these were simple one-page 
agreements and, as he recalled, there were separate agreements for 
both country and terminal elevators. These agreements could 1iot 
be located. 

The staff examined a copy of the 1940 UGSA. It was a four-page 
agreement which set forth in considerable detail the rights, responsi- 
bilities, and liabilities of both the warehousemen and CCC. The 
schedule of rates in the agreement reflected that the country was 
divided into four areas and separate rates were established for each 
of the four areas for barley, wheat, and rye received by truck. ‘The 

rates for these grains received by rail were uniform throughout the 
country. The rates established for corn received by truck or rail were 
unaffected by geographical location. 

The staff oo to compare the warehousing charges prescribed 
by the 1940 UGSA with those prescribed by both country and ter- 
minal elevators for the same year. 

Based upon the sample of published tariffs that were readily avail- 
able it appeared that the 1940 UGSA rates were generally lower 
than the published tariff rates. However, no definite conclusion 
could be reached in this regard because of the limited sample of pub- 
lished tariffs available for the year 1940. 

In addition, the staff desires to point out that a direct comparison 
of individual warehouse charges under published tariffs and the 
uniform grain storage agreement is not feasible because of variations 
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in services. performed and liabilities imposed upon the warehouse- 
men. 

Warehousemen, who store under published tariffs, do so antici- 
pating that they will store the producer’s grain for a short time 
and then will buy and merchandise such grain. For this re: Ison, 
there is a tendency for published tariffs to prescribe a lower receiv- 
ing charge to encourage temporary storage of free grain. Higher 
storage rates discourage long-term storage and redelivery charges 
frequently are higher than the UGSA load-out charge which tends 
to discourage the producer from actually repossessing his grain. 

Under the USGA, country warehousemen anticipate relatively 
long-term storage with ultimate redelivery to CCC. Because coun- 
try warehousemen are precluded from obtaining their normal mer- 
chandising profit when they store CCC grain, the UGSA has over 
the years prescribed a truck receiving charge which frequently is 
higher than the receiving charge prescribed by the published tariffs 
of ¢ country elevators. 

The staff concluded that the variations in services, liabilities, and 
rates made even a comparison of total charges impractical. 

2. Recipients of largest payments under UGSA 

The staff requested CSS offices to determine the identity of the re- 
ora of the largest payments under the UGSA for the calendar 
year 1955. In response to this request, CSS offices submitted the fol- 
Yowite list of payments which they advised includes storage pay- 
ments, receiving charges, load-out charges, and anniversary pay- 
ments: 


Firm: Amount 
op A Ee ee en ee ee: 
eee ees Bae OO. ee Le FO BOe, Bae. Oo 
RR oe ER FTE TT EE ae Oe Be ee os LS Ses oe 7, 495, 466. 13 
pepe IIL JEIS So Ss cee er lee ee sl ds 6, 948, 727. 37 
atc a ced we beer 6, 257, 815. 37 
Es I es Na 
Farmers Union Grain Terminal____- a en! ee 
i. WT Ges aie At eee Se les 2, 860, 280. 00 
rent PIRI RO ok 3 De Se le aly 2, 229, 002. 48 
MONI, SPURT I i aaa it cheesy dh ess lib an ci de enpspdlaeetaenden 2, 142, 588, 49 
Norris Grain Co_____ IN Ee —---~ 2 019, 568. 48 
Producers Grain Corp.............. Wi acghib iia © aslelabiiekaas wei eadert! 1, 944, 232. 37 
Ne ene nee ene Lek eenananons “ES T4Gh toe oS 
Speeieney Gem Se ke ea a 1, 647, 771. 11 
Nerth Pactic: Grain 'Groweres< (102i ese seuss +s. 703, 615. 38 
2 jetode s $35,131 paid to Producers Marketing Co. and $366,965 paid to Hallet & Carey. 
All 3 companies are owned or controlled by Bunge & Berne, Ltd. 


3. Accelerated depreciation of new storage facilities 

The staff attempted to determine the amount of accelerated de- 
preciation taken by the above recipients of the 15 largest payments. 

Section 206 of Public Law 287, which was passed by Congress on 
August 15, 1953, provided that the taxpayer may elect to depreci iate 
any new or remodeled grain structure over a period of 5 years if the 
structure was completed after December 31, 1952, and prior to De- 
cember 31, 1956. The law requires no certification that the facility 
is essential and the accelerated depreciation may be taken by the tax- 
payer merely electing to do so in a tax return. 
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Mr. Ernest Engquist, Director of Statistics, Internal Revenue Serv- 
ice, advised that no statistics are maintained with respect to ac- 
celerated depreciation taken by grain elevators. 


IV. Forwarpine AGENTS 
A. BACKGROUND FROM PRIOR INQUIRIES 


The following is a summary of information reported by this staff 
in its December 1955 report with respect to the utilization of for- 
warding agents by the various ¢ ‘ommodity offices. 

Forwarding agents are utilized by the Chicago office at Boston, 
New York, Philadelphia, and Baltimore. Fees paid to these agents 
during fiscal years 1954 and 1955 totaled $436,096.06. 

The Dallas office performs all of its own forwarding (fobbing) at 
all gulf ports through an outport office located at Houston, Tex. 
During the period 1954-55 the cost of operating the Houston outport 
office was $28,037.60. Had the Dallas office utilized commercial fob- 
bers and paid fobbing fees at the same rate as the Chicago office, the 
cost to the Dallas office would have been $182,753.28. Theoretically, 
the Dallas office saved an estimated $154,715.68 by performing its 
own fobbing. 

The Portland office accomplishes all grain export operations 
through California, Oregon, and Washington ports without utilizing 
forwarding agents or an outport office. 

As a result of this staffs inquiry in 1952, the New York Com- 
modity Office discontinued the use of the commercial fobber in the 
New York port and undertook to perform its own fobbing in both 
Albany and New York. When the Chicago office took over the work 
of the New York office about June 1953, the Chicago office again 
entered into a contract with a commercial fobber to handle the fob- 
bing at Albany and New York. 

‘Lhe staff suggested in its December 1955 report that the Chicago 
office could effect a considerable savings by setting up a centrally 
located outport office on the east coast to handle fobbing along the 
lines of the Dallas office. 

The Department of Agriculture, in commenting to the committee 
on the staff’s findings, stated the use of fobbers was justified by the 
provisions of section 5 (g) of the CCC Charter. It also said that 

east coast forwarding agents of CCC have a more detailed operation 
- perform than that assigned to the Houston outport office of the 
Dallas Commodity Office. The Department explained that east coast 
terminals operate under a railroad tariff and unlike UGSA terminals 
do not prepare inventory acquisition and disposition reports (CCC 
forms 228 and 229). For this reason the Department doubted that 
any east coast outport office could effect as great a savings as the 
Houston outport office. 

The staff notes that section 5 (g) of the CCC Charter states: 

* * * the corporation shall to the maximum extent practicable consistent 
with the fulfillment of the corporation’s purposes and the effective and efficient 
conduct. of its business utilize the usual and customary channels, facilities and 
arrangements of trade in commerce. [Italic supplied.] 

There can be little argument but that customary trade channels 
should be used when all factors are substantially equal. However, 
when substantial savings to the Government can be demonstrated 
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through the use of its own personnel, CCC should take advantage of 
such savings in order to obtain the efficient conduct of its business. 
The staff further notes that officials of CSS did not dispute the 
staff’s contention that a savings could be effected by utilization of 
an east coast outport office but merely questioned the extent of the 
savings. 
B. CONTRACTS WITH FOBBERS 


The same fobbers on the east coast are used year after year under 
noncompetitive bid contracts which run for an indefinite period. 
These fobbers are as follows: 


Port Fobber | Date of con - 
tract 
Boston, Mass. .... E. R. Bacon Co-. = | May 20, 1947 
Portland, Maine. --- _do i Do. 
New York, N. Y 3 North American Forwarding Corp | Mar. 9, 1954 
Philadelphia, Pa__ _- | P. R. Markley, Inc | May 20, 1947 
Tidewater Grain Co | Do. 
Parker Commission Co Do 
Baltimore, Md. _-- E. H. Beer & Co., Inc. and Tidewater Grain Co. (joint | July 21, 195% 
venture). 


Mr. Jolin E. Tripp, Deputy Director. Grain Division, advised that 
while there are three fobbers located at the port of Philadelphia, the 
Chicago office deals entirely with P. R. Markley, Inc. All shipments 
of CC C grain are consigned to P. R. Markley, Inc., which in turn coor- 
dinates and divides the fobbing business between itself and the other 
two fobbers at Philadelphia. "The staff further notes that at Balti- 
more two fobbers, namely, E. H. Beer, Inc., and Tidewater Grain Co., 
have formed a joint venture to perform CCC fobbing. 

A review of the contracts indicated they prescribe identical fees of 
one-fourth cent per bushel for services pertaining to CCC grain. The 
fobbers receive this fee for performing services in connection with the 
receipt and loading out of grain for export. A similar fee is pre- 
scribed for grain purchased by the fobbers from CCC; for grain sold 
by the fobber to CCC: for grain sold to a third party by CC ‘C or pur- 
chased from a third party by CCC. 

During the calendar year “195 5, P. R. Markley, Inc., and Tidewater 
Grain Co. purchased an estimated 4,629,462 bushels of corn and wheat 
from CCC. Included in these purchases were approximately 1,300,000 
bushels of garlicky wheat. 

Mr. Marcus Daly advised that fobbing fees of one-fourth cent per 
bushel were paid on all purchases with the exception of purchases 
made by P. R. Markley, Inc., in store at Philadelphia. On such pur- 
chases P. R. Markley, Inc., billed and was paid only one-eighth cent 
per bushel. Mr. Daly said it is trade practice in Philadelphia to split 
the one-fourth cent fobbing fee by billing one-eighth cent on the 
inbound shipment and one- -eighth ‘cent on the outbound shipment. 
Despite this trade practice, Tidewater Grain Co., which is located at 
Philadelphia, made purchases at Philadelphia and was paid the full 
one-fourth cent per bushel. 

The fobbing contracts also provide for the payment of one-fourth 
cent per bushel for grain received and loaded out for storage in the 
reserve fleet on the east coast. A similar fee is provided for grain 
discharged. 
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During the first 10 months of the calendar year 1956 the following 
wheat has been loaded out and loaded into the reserve fleets located in 
the Hudson and James Rivers: 


Loaded out Loaded in 


ck: 




















Bushels Bushels 
Hudson River fleet. _..........-....---- J etitenkieGtech ia 10, 064, 606 9, 293, 734 
James River fleet_.-_. . 12, 140, 762 9, 079, 876 
tl i ne Re sainiedilmsicteies steal Tete aa ah ieee | 22, 205, 368 | 18, 373, 610 


According to the terms of the contracts the fobbers would receive 
approximately $100,000 for their services in this regard. 


C. FOBBING FEES PAID ON FLEET STORAGE 


Compliance and Investigation investigation of grain handling prac- 
tices in the port of Baltimore shows that Ralph Y. DeWolfe, Assistant 
to the Director, Chicago Commodity Office (CCO), furnished in- 
formation with respect to grain movements for fleet storage as follows: 


He (DeWolfe) is in charge of maintenance and personnel at the Hudson River 
and the James River reserve fleets. The Program Operations Division of CCO 
in conjunction with the Director of CCO and the Washington Grain Branch de- 
cide when grain is to be stored in the reserve fleets. The Program Operations 
Division issues orders for the shipment of grain to the port elevators. The United 
States Maritime Commission furnishes ships and arranges for the cleaning and 
fumigation of such ships. It also places the ships for loading at the proper 
elevators. The Program Operations Division issues instructions to the CCC 
agent for the loading of grain into the ships of the reserve fleets. The only 
place where CCC has a uniform grain storage agreement with a port elevator is 
at Norfolk, Va., with the Continental Grain Co., Norfolk, Va., where Continental 
operates the port elevator. At that elevator the grain is supposed to be stored 
identity-preserved for loading on ships of the reserve fleet. To his knowledge, no 
such instructions are issued to the other port elevators regarding grain moved 
from the elevator to fleet storage. 

Concerning safeguards provided by CCC, to insure that only highest quality 
stocks go into fleet storage and that the quality of these stocks is not dissipated 
through blending with inferior stocks for the benefit of the trade, CCC has a con- 
tract with the Continental Grain Co. at Norfolk, Va. However, with respect to 
other port elevators which operate under the published tariff rates, to his 
knowledge there are no special safeguards provided by CCC. 

Mr. Daly advised that the Chicago Commodity Office has 20 em- 
ployees stationed at the Hudson River fleet and 25 employees located 
at the James River fleet. Many of these employees are grain tech- 
nicians who are responsible for caring for the grain. 

It would appear from the above that other than transmitting CCC 
instructions to elevators to load grain into the reserve fleets the only 
function of the fobber is to prepare inventory records, It is the staff's 
opinion that fobbers should not be paid the ‘full fobbing fee for their 
services involving the reserve fleets. 


D. PERSONNEL COST ESTIMATES FOR NEW YORK CSS FOBBING OPERATION 


The staff’s investigation at New York City included interviews 
with Mr. Ray Valentine and Mr. Joseph Reidinger, both of whom 
were formerly employed by the New York office during 1952-53 when 
that office undertook to handle its own fobbing. 
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Both Mr. Valentine and Mr. Reidinger advised that when the New 
York office took over the fobbing of CCC grain in 1952 it was per- 
formed by existing personnel. Both said personnel handling fobbing 
seldom had to leave the office as almost all contacts with elev ators, 
inspection services, and shipping concerns were made by telephone. 
The most important aspect of fobbing is to obtain inspection certifi- 

‘ates promptly so that CSS will know at all times what grain it has 
for export and will be in a position to make prompt appeals of in- 
spections when necessary. This was done in the New York office by 
having a messenger pick up the inspection certificates twice a day. 

Mr. Valentine and Mr. Reidinger furnished estimates of the cost 
of personnel necessary to staff a fobbing operation. Their estimates 
ranged from $25,000 to $50,000 but both stated that the personnel 
would not be required to devote their full time to fobbing and could 
handle om CSS work. 

Mr. P. Pugsley, Chief, Grain Inspection Branch, AMS, New 
York, N. Y. g advised that fobbing may involve some blending but 
normally every effort is made to ship to export point the specific class 
and grade of grain that is to be exported. This reduces the necessity 
of blending to an occasional car that does not grade upon arrival at 
the export point. 

The staff reiterates that a considerable savings could be effected by 
setting up a centrally located outport office on the east coast to handle 
fobbing. 


E. GRAIN HANDLING PRACTICES ON EAST COAST 


The staff’s current investigation reflects, however, that even more 
important than the potential monetary savings is the fact that CCC 
would have personal representation on the east coast if it performed 
its own fobbing. Information developed by Compliance and Investi- 
gation during its investigation of grain handling practices at Balti- 
more and Philadelphia indicates a need for personal representation. 
Much of the information developed by Compliane e and Investigation 
is particularly pertinent to the activities of CCC fobbing agents and 
therefore a brief summary of such information is being set forth 
herewith. 


1. Grain handling practices, Baltimore, Md. 

During 1955, Compliance and Investigation of grain handling prac- 
tices at the three public export elevators at the port of Baltimore, Md. 
These elevators, which are separately owned by the Baltimore & Ohio 
Railroad, Pennsylvania Railroad, and Western Maryland Railroad 
are operated under railroad tariffs rather than under the UGSA. 
Under railroad tariffs, terminals are responsible only for the delivery 
of the numerical grade received, whereas under the UGSA, the staff 
has been informed that terminals are responsible for quality within 
grade to the extent that quality is a price factor. 

The only contact. that the Chicago office has with these railroad 
terminals is through its forwarding agent, E. H. Beer-Tidewater 
Grain Co. 

The Compliance and Investigation report reflected that inspection 
of grain at the-port of Baltimore is conducted by federally licensed 
inspectors employed by the Baltimore Chamber of Commerce. The 
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work of these inspectors is supervised by the Grain Division, AMS, 
Baltimore. 

The reports indicate that the Baltimore Chamber of Commerce in 
1955 and prior thereto was dominated and controlled by J. G. Oehrl, 
chairman of the executive committee, Baltimore C hamber of Com- 
merce, and W. LeRoy Snyder, chairman of the grain committee of the 
aforesaid organization. Oecehrl, at the time of the investigation, was 
manager of Tidewater Grain Co. ., grain forwarders and CCC fobbing 
agent, and Snyder was employed by Hammond, Snyder & Co., Ine. 

The investigation reflected that CCC neither sought nor obtained 
the full blending potential of the high quality stocks of grain it 
shipped to the elevators in the port of Baltimore. It further reflected 
that the Tidewater Grain Co., the CCC forwarding agent, utilized 
for itself, and for two firms for which it operated as forwarders, the 
high blending potential of the CCC stocks in its merchandising trans- 
actions. These firms were the States Grain Co. and Erie Grain 
Elevator Corp. 

The C. and I. investigation reflected that the delivery orders received 
from the trade at any 1 of the 3 elevators in Baltimore would read 
substantially as follows: 

“Deliver to the (vessel) (0000) bushels of No. 2 (grain) under the supervision 
of the Baltimore Chamber of Commerce inspector,” or “deliver to the (vessel) 
(0000) bushels of No. 2 (grain) under the supervision of the Baltimore Chamber 
of Commerce inspector, using as much (grain) of lower classes as the inspector 
will permit.” [Italie supplied. ] 

With respect to the above-delivery order, it is to be noted that prior 
to January 1, 1956, it was the practice of a licensed grain inspector to 
perform the functions of not only grain inspector ‘but also those of 
an elevator superintendent. Grain “inspectors supervise the binning 
of grain and the blending of grain in addition to mspecting and issu- 
ing an inspection certificate upon incoming and outgoing shipments 
of grain. 

On December 1, 1955, the Grain Division, AMS, issued regulation 
26.23 which became effective January 1, 1956, and which prohibited a 
grain inspector to have any interest in the grain he inspects. This 
regulation was as follows: 

No licensed inspector shall be interested, fiancially or otherwise, directly or 
indirectly, in any grain elevator or warehouse, or in the merchandising of grain, 
including the binning, mixing, blending, drying, or other preparation of grain 
for purposes of warehousing, storage, shipment, or otherwise nor shall he be 
in the employment of any person or corporation owning or operating a grain 
elevator or warehouse, nor shall he issue a certificate of grade for any grain 
in which he is directly or indirectly financially interested. 

The C. and I. report of December 30, 1955, reflected the following 
information: 

* * * Since initiation of this investigation, the Department amended effec- 
tive January 1, 1956, the section of the regulations which deals with activities 
of licensed grain inspectors in the warehousing and merchandising of grain. 
The dominant representatives of the chamber are opposed to this amendment and 
since this opposition has become known licensed grain inspectors have been 
instructed to decline to execute written statements in connection with subject 
investigation until such statements have been reviewed and approved for execu- 
tion by ¢ fficials of the chamber; the chief grain inspector has modified, qualified, 
and revised information and opinions previously furnished ; and the wording on 
processing orders has been revised to eliminate the instructions to the effect that 
grain should be processed and delivered “under the supervision of the inspector 
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using as much off-grades as the inspector will permit.” Interviews with in- 
spectors, however, disclosed that no change in the modus operandi of deliver- 
ing grain has been effected and the inspectors still have responsibility for mixing 
or blending out grain for which they subsequently issue grade certiilcates. 


The report indicated when C. and I. attempted to interview Oehr! 
concerning the utilization of CCC superior stocks of grain to carry 
the trade’s poorer stocks and for an explanation as to how the firms 
represented by Tidewater were able to export stocks of a higher grade 
than had been received, he presented a physician’s certificate indicat- 
ing he should not be questioned. 

Mr. Oehrl indicated that he planned to retire on January 1, 1956, 
and said information with respect to the handling of CCC grain could 
be obtained from his assistant. C. and I. interviewed his assistant 
and determined that he managed the office and was unable to furnish 
SORA oD pertinent to the inquiry. 

he investigation also reflected that C. and I. interviewed Fred A. 
Bohnet, licensed grain inspector in charge of the Pennsylvania Rail- 
road grain elevator, Canton Terminal, Baltimore, Md. Mr. Bohnet 
furnished the following information : 

In the absence of high quality CCC stocks with the capacity to absorb large 
quantities of the trade’s lower grades, it would be necessary to require that the 
stocks of each firm stand on its own. This would require that the trade acquire 
and bring into the elevator larger quantities of No. 1 and No. 2 grade grain. 

In recent years the quality of the stocks brought in by CCC have been such 
that with rare exceptions he has been able to make delivery of No. 2 grade or 
better to all depositors regardless of the quality of their inbound stocks. As a 
result the trade has been able to derive substantial benefits and CCC has not 
suffered any loss. It would not be to CCC’s benefit to store their stocks’ identity 
preserved because all deliveries made for the account of CCC were of No. 2 
grade or better and “I. P.”-ing their stocks would not result in their obtaining 
delivery of stocks of a higher grade although it might result in deliveries of 
higher quality (within the grade) grain. 

CCC could move in more grain of the lower grades and thus themselves take 
advantage of the blending potential of their stocks. 

As a result of interviews with representatives of AMS, licensed 
grain inspectors, and members of the trade, C. and I. developed the 
following information with respect to export sales: 

Substantially all export sales of grain are made on grade. On export ship- 
ments, the usual contract grade for corn is No.2. Few foreign buyers are willing 
to pay a bonus for No. 1 grade corn or for top quality No. 2 grade. Because the 
grain business is highly competitive, forwarders and shippers attempt to acquire 
stocks of various grades which, when blended together, will produce an admixture 
that will just meet the minimum requirements for the contract grade. They are 
always seeking to utilize grain of the lower grade, which can be purchased at 
discounts, as possible, because the more grain of lower grades that can be utilized, 
the better their position with respect to the price quotations. 


Personnel of the Chicago office advised C. and I. that they had no 
complaints to register with respect to the handling of CCC grain at 
Baltimore. In their opinion the caliber of inspection at the port was 
good and Federal supervision adequate. This statement was made 
even though they did not know the extent of such Federal supervision. 

The C. and I. investigation reflected that the records of the Grain 
Division district. office, AMS, at Baltimore indicated only about 25 
percent of the total export shipments were supervised. The staff 
noted that the chief of that office advised the coverage of such a small 
percentage of shipments was not adequate and afforded only minimum 
assurance that. the official standards and regulations were being cor- 
rectly and uniformly applied. 
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The staff interviewed representatives of the Chicago office who 
stated they had reviewed two C. and I. reports with respect to Balti- 
more, namely the Western Maryland and Pennsylvania Railroad 
reports, but had never seen the comprehensive report on the Baltimore 
& Ohio Railroad elevator. They provided the staff with a memo- 
randum dated December 27, 1955, from the director of the Chicago 
office to the Deputy Administrator for Operations, CSS, Washington. 
Paragraph 3 of this memorandum reads as follows: 


In the past we have maintained control records over the quality of grain 
handled by these houses and our information shows that the outbound quality 
was equal to inbound quality. Since then we have used check tests and our 
information reveals that we do not suffer any loss in quality which would be 
reflected in a market discount. 


In connection with the above explanation, representatives of the 
Chicago office advised the staff that when they referred to quality in the 


memorandum they referred to grade only and did not refer to quality 
factors within grade. 


2. Grain handling practices—Philadelphia, Pa. 


Certain highlights relative to information received pertaining to 


CCC grain exports is being set forth herewith since it pertains to 
fobbing agents. 


The staff reviewed a C. and. I. report dated July 14, 1954, setting 
forth information developed in an investigation of John H. Frazier, 
former chief grain inspector and managing director of the Commer- 
cial Exchange of Philadelphia, in regard to his alleged favoritism of 
P. R. Markley, Inc., CCC fobbing agent in Philadelphia, Pa. 

The report reflected that on April 15, 1952, 13 members of the ex- 
change’s inspection department filed a complaint against Frazier with 
the chairman of the grain committee of the exchange. Subsequent 
to the filing of this complaint and after Frazier failed in an attempt 
to have the inspectors withdraw the complaint, he resigned on April 
25,1952. A summary of the inspectors’ complaint is as follows: 


(1) that Frazier was not properly performing the duties of chief grain in- 
spector ; 

(2) that Frazier was biased and partial where the interests of Markley were 
concerned and was constantly seeking to improperly benefit that firm: 

(3) that Frazier constantly attempted to improperly influence them in their 
daily work for the purpose of favoring or benefiting Markley: 

(4) that Frazier either issued or caused the issuance of false and incorrect 
inspection certificates for the benefit of Markley; 

(5) that Frazier kept the stocks of good quality No. 2 grade grain (which 
©CC had in storage in the two public export elevators) skimmed by permitting 
Markley to bring in large quantities of sample-grade or low-grade grain for 
blending with the superior CCC stocks, thus permitting Markley to make ship- 
ments of No. 2 grade grain against the sample-grade or low-grade grain which 
they brought into the elevators; and 

(6) that during the period beginning in October 1951 Frazier permitted Mark- 
ley to cancel warehouse receipts for sample grade and low corn against ship- 
ments of No. 2 grade corn to such an extent and in such disproportionate amounts 
in relation to the corn actually used to make the various shipments, that the 
two public export elevators on many occasions did not have a sufficient quantity 
of grade No. 2 corn in stock to cover all of the outstanding warehouse receipts. 


The report reflected that the grain inspectors, prior to filing their 
complaint, had also complained to the district supervisor, Grain Divi- 
sion, AMS, Philadelphia, and to the Chief of Field Operations, Grain 
Division, AMS, Chicago; however, no action was taken with respect 

91412—57—pt. 6——5 
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to Frazier since AMS officials believed the matter was an exchange 
problem. 

The C. and I. investigation at the two public export elevators in 
Philadelphia, namely, the Reading Co. Port Richmond elevator, and 
the Pennsylvania Railroad Girard Point elevator, reflected that Mark- 
ley shipped substantially more high-grade corn than the firm pur- 
chased. From 1946 or 1947 John H. Frazier, Jr., son of the former 
chief grain inspector, was vice president of the a firm and 

oresident of it at the time of the C. and I. report. Another son, 
Eugene, also held a responsible position with the company. 

Frazier was interviewed and denied the allegations made against 
him. In his interview Frazier did make the following significant 
comments : 

ccc usually brings to Philadelphia a large percentage of No. 1 and No. 2 
grade grain and relatively little, if any, sample grade or lower grade grain. 
Because elevators all over the country blend grain out for delivery and because 
CCC generally brings in a disproportionately large percentage of No. 1 and No. 2 
grade grain CCC grain is known in the trade as “a blotter for the trade’s poorer 
grain.” That is, CCC grain when blended with lower grade grain improves the 
lower grade and maintains its own. [Italic supplied.] 

He also stated that the top officals of CCC were aware of the situa- 
tion and to his knowledge never interposed any objection. 

The staff was informed that this case was referred to the Depart- 
ment of Justice which declined prosecution in the matter. The staff 
notes with interest that no USDA investigation was conducted in the 
matter until information relative to Frazier’s activities were developed 
during a routine Civil Service Commission character investigation. 
It further notes that subsequent to his resignation in April 1952 he was 
employed as a consultant on the Pakistan wheat program with FOA 
from July 1953 until July 1954. 


3. Conclusions 


It is apparent that there is a conflict of interest between fobbers 
mercheaiseisuitie grain in their own behalf while operating as fobbing 
agents for ¢ ccc. 

It was also apparent, from a review of the C. and I. reports men- 
tioned herein, that there was relatively no control exerted by CCC or 
AMS with respect to the activities of fobbers. 

It appears that CCC has been content to ship in high quality grain 
to terminals at Baltimore and Philadelphia and permit the trade to 
blend off its own inferior stocks with CCC stocks. While the trade 
benefits from this upgrading, CCC contends it has suffered no loss 
since it has received on load out the same numerical grade of grain 
that was shipped to the terminals. 

The theory that CCC suffers no loss appears fallacious to the staff. 
The export price which CCC receives for its grain is based upon the 
lowest. value of the grade of grain exported. If CCC required the 
export of the same high quality within grade of grain shipped to the 
terminals, United States exports of grain i should enjoy greater prestige 
in international trade and should command a higher price. Further, 
CCC continues to sell at a substantial discount ‘oftgr ade grain at in- 
land terminal points. If OCC took full advantage of its vast amount 
of high quality grain, it could blend its offgrade grain. 

Mr. John E. Tripp, Deputy Director, Grain Division, CSS, stated 
that he has long considered it unwise to utilize as grain fobbers firms 
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which are engaged in merchandising their own grain. However, he 
said it would be extremely difficult to obtain the services of fobbers 
who.are not grain merchandisers. , 

Mr. Tripp said another difficulty in this area was that railroad 
houses in their commingled operation are not responsible for quality 
within grade. He said that although published tariffs of the term1- 
nals provide for I. P. (identity preserved) storage, the volume of CCC 
grain moving through terminals at Baltimore and Philadelphia is so 
great that CCC cannot utilize I. P. storage at these ports. 

‘Mr. Tripp said he had no solution for this complex problem and to 
his knowledge it had not been studied by anyone within the Grain 
‘Division of CSS. 

The staff desires to point out that a new export program was 
initiated September 4, 1956. This program pertains only to exports 
‘of wheat and provides that the trade will be paid a subsidy in kind for 
wheat which it vet arson The result of this program is that the trade 
has, since September 4, 1956, taken over a greater percentage of the 
export of wheat than heretofore. This should result in CCC paying 
substantially less in the way of fobbing fees for wheat exports but 
has no effect upon fobbing fees paid for the export of other grains. 

The staff recommends : 

1. CCC should reevaluate its position that the utilization of for- 
warding agents is required by the CCC charter. 

The staff feels that in view of the extensive blending operations 
which prevailed at Baltimore and Philadelphia, CCC should consider 
performing its own fobbing in order to have personal representation at 
the ports of Baltimore and Philadelphia to be in a position to take 
steps to minimize the mixing of CCC stocks with those of other de- 
positors. The staff believes that this consideration is of far greater 
importance than the monetary savings that may be involved. 

2. Should CCC determine that the use of commercial fobbers are 
required, the staff recommends that the contracts with the fobbers be 
revised to prohibit the fobber from willfully mixing his own grain 
or the grain of others for whom he acts as a fobber with CCC grain. 

3. CCC should consider obtaining the services of commercial fob- 
bers, if they are to be used, on a competitive bid basis. At the pres- 
ent time competition is suppressed at Philadelphia because P. R. 
Markley, Inc., acts as the principal fobber who coordinates and dis- 
tributes the business to two other fobbers. At Baltimore there is a 
joint venture arrangement between two fobbers which accomplishes 
the same thing. 

CCC should also consider the advisability of obtaining fobbers who 
are not also grain merchandisers. This recommendation is made be- 
cause it appears there cannot help but be a conflict of interest when 
grain merchandisers also act as fobbers for CCC. 

4, The staff recommends that the policy of paying fobbers one- 
quarter cent per bushel for grain purchased in store from CCC be 
reevaluated. It is the staff's opinion that the payment of the entire 
fobbing fee is not justified since the only apparent services per- 
formed by the fobber in such instances is the submission of inventory 
forms. ¢ 

5. The staff recommends that CCC consider the possibility of per- 
forming its own fobbing in connection with the reserve fleets. This 
recommendation is being made because CSS has adequate technical 
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personel located at the fleet sites who could perform the technical 
aspects of fobbing. It seems to the staff that clerical work incident 
to the preparation of the inventory forms could be performed at the 
Chicago office. 


V. Casn Gratin Commission MercHANTS 


A. DISCUSSION OF USE OF COMMISSION MERCHANTS 


The staff reported in its December 1955 report that CSS paid 
commissions totaling $489,072.33, during the fiscal year 1955 for ter- 
minal track sales of grain within the areas of the Chicago, Kansas 
City and Minneapolis offices; that the Dallas and Portland offices 
merchandised CCC grain without utilizing commission merchants 
and that some personnel at both the Chicago and Kansas City offices 
felt they edad 2 merchandise CCC grain without using commission 
merchants at a savings to the Government. 

The Chicago office utilizes commission merchants to sell inbound 
track cars of grain not suitable for storage at locations where there 
are organized markets which include Milwaukee, Peoria, Des Moines, 
Cedar Rapids, Indianapolis, Toledo and Chicago. At inspection 

ints that do not have organized markets, merchandisers of the 

hicago office sell nonstorable inbound grain. In addition they sell 
any outbound nonstorable grain regardless of terminal location. 

In Chicago there are 22 commission merchants that are classified 
as follows by the Chicago Commission Merchants’ Association: 

Group 1: g 
Group 1: 6 members 
Group 2: 7 members 
Group 3: 9 members 

Pursuant to an agreement with the association, the Chicago office 
allocates cars of CCC grain to be sold to each commission merchant 
in the following ratio: 

Group 1: 3 cars 
Group 2: 2 cars 
Group 3: 1 car 

The allocation is handled on a rotation basis so that in a given 
year group 1 members receive 50 percent of CCC grain to be sold; 
group 2 members receive 3314 percent and group 3 members receive 
1624 percent. 

The Chicago office reserves the right to reject any bid submitted 
by a commission merchant. The staff has been informed that there 
have been occasions when it has been necessary to tell the commis- 
sion merchant to recanvass the buyers for a higher price. On some 
occasions, merchandisers of the Chicago office have even told the com- 
mission merchant of a buyer that would pay a higher price. Sometimes 
it is necessary to reallocate cars to another commission man if the one 
receiving the allocation in the first instance cannot obtain a satisfac- 
tory price. If CSS finds it necessary to reallocate cars to another 
commission merchant, it must allocate other cars of grain to the com- 
mision merchant from whom the cars were taken to maintain his 
proportionate share of CSS business. 
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Personnel of the Chicago office have advised that they feel they could 
handle the sales of all CCC grain at little, if any, additional person- 
nel or other expense. They have no doubt but that the Government 
would realize a savings if they sold the grain now sold by the trade. 
They support this contention by saying that they now make inbound 
sales at inspection points that do not have organized markets and 
make all outbound sales and, therefore, must keep abreast of market 
conditions. 

Mr. Frank H. Higgins, president, National Federation of Cash 
Grain Commission Merchants’ Association, in testimony before the 
Subcommittee of the Committee on Appropriations, House of Repre- 
sentatives, in March 1956, was critical of the statement by personnel 
of the Chicago office that they could merchandise all CCC grain at a 
savings to the Government. 

Mr. Higgins referred to such statement as “one sided” and said it 

represented a “curious mixture of half truth and untruth.” He said 
to his knowledge a study had never been made to determine the rela- 
tive cost of CSS merchandising CCC grain versus cost of commission 
merchants handling the sale of CCC grain. In this regard Mr. Hig- 
gins said : 
* * * there is, we believe, every reason for CCC to make a fair and honest test 
of the cost of using commission men, both because it is in line with congres- 
sional policy, and because we have every historical reason to believe that a 
private trade operates more efficiently, and, finally, at a lower net cost, than 
does a Government agency in any field of commerce, irrespective of the fact that 
Government can operate without a profit motive. 

The staff agrees that a study should be made if relative cost is a 
factor to be considered in determining whether CSS should utilize 
commission merchants. 

Mr. Higgins called attention to the fact that when sample grade cars 
of grain are sold by commission men the commission is charged back 
to the shipper. He said for this reason it was “very unfair” for the 
staff to say CSS had paid $489,072.33 to commission men. 

The staff has been advised by the Chicago, Kansas City, and Minne- 
apolis offices that the exact amount charged back to shippers cannot 
be readily ascertained. However, the following is their best estimate 
of charge backs for fiscal year 1955: 


ide a RS IE ep AEE RS a cl ICN ath, he ed neat. i $2, 531. 95 
feemmens Orey oferty Be i Sta 26, 943, 89 
Prrmmeeiolie qWee.. wesiids cecccncsvili chine ail dccubadsa st sigh, 28, 960. 43 

CPE dacs states dh enstmicegii ani ash cilcaebieainice acetate il a a 58, 436. 27 


It will be observed that the net commission paid to commission 
merchants after deducting commissions charged back to shippers 
amounted to $430,636.06. 

Mr. Ralph Hegman, secretary, National Federation of Cash Grain 
Commission Merchants’ Association, advised the committee that at 
least 30 percent of the grain coming to the Minneapolis market was 
CCC grain. Tabulations were submitted showing production and 
CCC takeover by States for wheat for the years 1953 and 1954. The 
1953 tabulation indicated that the takeover represented 40.5 percent 
of total wheat production; in 1954 the takeover was 39.1 percent. 
The staff desires to point out that these percentages do not reflect the 
takeover within the States that would constitute the Minneapolis 
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market. CCC takeover of wheat within the 5 States covered by the 
Minneapolis office amounted to 29.3 and 17.6 percent of the total pro- 
duction for the years 1953 and 1954, respectively. 

To determine the impact of the support program on commission 
merchants the staff obtained the following analysis of production 
and takeover for the years 1940 and 1955 for both Minne sapolis and 
the entire United States: 


{In thousands of bushels] 























1940 crop 1955 crop 
Commodity he 
Production | Total under | Production | Total under 
} m4 price support | | price support 
Minneapolis area: | 
Eales de wet ; Sipe 116, 608 | 5, 604 161, 578 53, 000 
BONN... ncontnecue won 366, 518 | 12, 218 | 532, 428 62, 110 
Flaxseed _ - _- j | 23, 147 | (') 38, 433 7, 069 
Grain sorghum..._..__- wi year 1, 654 None | 1,008 22 
| MEER a eS 329, 803 () | 432, 151 25,771 
Rye. apwaieiie . : 20, 637 + 188 14, 3°6 10, 277 
Soyheans..........-.. a4 P 4, 352 ( | 59, 326 8, 270 
Wheat... ___- ‘ 202, O88 112, 249 263, 179 | 66, 546 
ye - 1 064, 807 | 134, 349 1, 503, 459 | 233, 065. 
Poteet. i -6.0.<2-5.. ‘ | teckel CA il ase | (15. 5) 
Free grain.._. ‘ ‘ ; 930, 458 1, 270, 394 
Free wheat__- oa E ; 89, 839 | 196, 633 
United States: 
Barley- ---__- boudiashows anak il oe 311, 278 7,499 | 390, 969 | 96, 032 
AOE Riute nase oe soiled amen aliiebn intact 2, 457, 146 | 103, 125 3, 184, 836 | 420, 310 
Flaxseed Sedeee thee opin eee 30, 924 | (1) 40, 638 | 8, 93 
Grain sorghum... adel Li ewescaee 85, 824 | None 232, 638 | 106, 269 
Ss Reta sree nes + 7% 246, 450 | (1) 1, 575, 736 | 68, 705 
PE esc k ce ckaeouhd abba hound 39, 725 4, 247 | 29, 187 12,751 
COTO ccivabiinodgkghseos F a 78, 045 | (1) 371, 276 | 30, 133 
Wheat... ; j wat 814, 646 | 278, 439 938, 159 se 319, 835° 
Seer re wanes 5, 064, 038 393, 301 6, 763, 439 1, 062, 623. 
Waepieties tives cs ets ash ods ch 3 Jsa0 beak See ON (15. 7) 
PO GTON 205 ce ti~ en nies Salianeer<nnedn 4, 670, 737 5, 600, 811 
| l 





1 No program. 


The above tabulation indicates that within the Minneapolis area 
free wheat in 1955 was approximately 100 percent more than free 
wheat in 1940. Further, there were approximately 340 million more 
bushels of all grains to be handled by the trade in 1955 than in 1940: 
Considering the entire U nited States there were about 930 million 
more bushels of all free grains in 1955 than in 1940. 

It has been argued by the trade that commisison merchants are 
necessary to the country elevator and because of the large amount of 
Government grain the commission merchant would go out of existence 
unless he marketed Government grain. This would deprive the 
country elevators of his services. 

Mr. Higgins informed the committee that some employees of CCC 
have consistently misinterpreted the charter which directs: 
the Corporation shall to the maximum extent practicable consistent with the 
fulfillment of the Corporation’s purposes and the effective and efficient conduct 
of its business utilize the usual and customary channels, facilities, and arrange- 
ments of trade in commerce. 

Mr. Higgins requested the committee to use definitive language that 
would support and supplement previous expressions of the Congr ess 
that the Commodity Credit Corporation shall, “as far as practicable, 
use in its operations the usual customary channels, facilities, and 
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dtrangements of trade and commerce in its operation.” It is noted 
that the charter states that customary channels shall be used when 
consistent with the “efficient conduct of the business.” 

Mr. Lloyd N. Case, Director of the Grain Division, advised this 
staff on October 3, 1956, that no cost study was contempI: ated to 
determine the relative cost of CSS merchandi ising CCC grain versus 
cost of commission merchants selling such grain. Mr. Case stated 
that even if it cost twice as much ‘to merchandise CCC grain by 
utilizing normal trade channels, he felt it should be done. He said 
he felt the Government should not compete with the private grain 
trade in merchandising Government grain. 

Mr. Case acknowledged that the system of allocating cars to com- 
mission merchants that is followed in both Chicago and Minneapolis 
is “not good.” He said if the commission merchants are to mer- 
chandise CCC grain, some method other than the present system 
of allocation should be devised. 

The Department of Agriculture advised the committee that it 
believed that the use of commission merchants was in accordance 
with the intent of the CCC charter, and said no cost study had ever 
been made to determine relative cost of CSS merchandising CCC 
grain versus cost of trade selling CCC grain. 


B. CONCLUSIONS 


The staff’s investigation reflects that cash commission merchants are 
utilized by CSS in Minneapolis, Kansas City, and Chicago areas but 
not in other sections of the country. Commission men are used to 
the greatest degree in the Minneapolis area 

While the trade has alleged that Government merchandising 
activities under the loan program have seriously curtailed the ability 
of commission men to retain their rightful share of this business, 
it appears to the staff that this statement fails to consider the following 
facts: 

1. There is still a very considerable amount of free grain, possibly 
more than there would be without the Government price-support 
program. 

2. Throughout the country there has been a trend for years for 
the trade itself to bypass the cash commisison merchant. More and 
more large merchandisers, processors, and exporters are buying di- 
rectly from the producer. Acquisition of country elevators by mer- 
chandisers and processors has reduced the amount of free grain which 
would otherwise be marketed through commissionmen. Movement 
of grain by truck has accelerated the trend toward direct marketing 
by the producer. 

In the Southwest and West the commission merchant has never 
been an important or necessary trade channel. 

It appears to the staff that the problem as to whether or not the use 
of commission merchants should be continued depends upon the inter- 
pretation of the CCC charter and the intent of Congress. If cost is 
to be a factor, a study should be made to determine the relative cost 
of CSS merchandising CCC grain versus cost of commission men sell- 
ing CCC grain. If commission men should be used regardless of the 
cost, steps should be taken to assure that they are utilized in the most 
advantageous manner by CSS. The staff believes that the allocation 
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qotem utilized by the Chicago and Minneapolis offices is based upon 
the erroneous assumption that all commission men are equally efficient. 
Good business judgment dictates that any grain offered for sale should 
be sold at the best price obtainable. However, the present system of 
allocation is restrictive in nature, and the price obtained is dependent 
upon the efforts and trade outlets of a designated commission mer- 
chant. Such a price does not necessarily represent the best price ob- 
tainable by other commission men. 


VI. Movement or GRAIN 


The staff’s report of December 1955, set forth details concerning the 
shipment of approximately 14 million bushels of corn from the Mid- 
west to the west coast. At the time the staff submitted its report these 
corn shipments had not been completed. Further inquiry has shown 
that a total of 17,386,265 bushels of corn had been shipped to the west 
coast. Of this amount, 14,988,000 bushels originated in the Minne- 
apolis CSS area and 2,398,265 bushels from the Chicago and Kansas 
City CSS areas. 

The decision to move this corn was made on July 22, 1955, at a meet- 
ing of the Grain Storage Advisory Committee, ASC and CSS officials 
held in Minneapolis, Minn., to determine bin requirements for five 
Midwestern States. It was determined that the five States, which in- 
cluded Minnesota and South Dakota, required 66,250,000 bushels of 
new bin capacity, but because of the decision to move corn to the west 
coast. only 47 million bushels of new bin capacity were recommended 
for purchase. 

Mr. Marvin L. McLain, CSS, stated this meeting was called imme- 
diately after the corn production forecast of July 1, 1955, was released, 
which indicated unusually high corn production for the year 1955. 
He explained that because it was unlikely that CSS could obtain ade- 
quate new bin capacity in sufficient time to take care of the anticipated 
corn deliveries, it appeared practical to move the corn to the west 
coast. for storage. Such a decision was made with the approval of 
ASC and the trade because it seemed to be the only ser solution 
to an almost desperate storage situation. 

Inasmuch as most of the corn originated within the area covered 
by the Minneapolis Commodity Office, the staff’s further investigation 
relative to available bin capacity existing in the Midwest was re- 
stricted to such corn. This investigation reflected the shipments of 
corn. commenced August 6, 1955, and were completed February 23, 
1956. The shipments were made as follows: 


1955: Bushels 
a Seta nnmer ree ed 792, 000 
EE Be NINET 6 nen nambpeemtE <knemenindanieisan 1, 500, 000 
ae ois wpa asesescnadapeneingreciee-np 2, 566, 000 
BEptemer  De-Odtoner 4s Lai Le ee a 2, 578, 000 
rer 60 oa ae ek iin edi, 2, 064, 000 
I cr aa snitaail cl iano apechcipipenil nates einen 1, 294, 000 
I tito tn cases anit celia ni ieee dighcnuy an oendearahibh sai ertspsindearn eer 1, 130, 000 
er So incl cane ivenelepenavencpret oererniwarionssangs 1, 256, 000 
CCGNNNen OO owl Lh 712, 000 


Ee _ 


' 


CO OCC em Se Se ~~ 


1956: Bushels 
Jempaty: $141 oe sb esi oli Uae isi ei ciz 200, 000 
Jasiwsry 16-28 i. .~ is de do bit oe a res se ces 196, 000 
Sammery Die D CRUSE WD hat ener ds otra beaten 804, 000 
SEU 9 ener ere ane mepeniesesaibei opucieihaiaeas ations padiairs 221, 000 

ae ees Ras. .. ., eorcaceaeneenbenae aminaiaioen saad 14, 988, 000 
The corn originated in the following States: Bushele 

I ii 8) ihi dates pang erie meetin canine tial Lats catia 12, 582, 500 

la eadasstn eld Sitanaine aac aiaisiatsasiins 2, 197, 500 

I I a a nr mr eee ae 208, 000 

Ce iste ca anastasia mcg nwo ainenainnnaneled babtealnapalttipediniiia teens 14, 988, 000 
The type of storage from which the corn was taken is as follows: 
Bushels 

BI WI ices ectrachah ied te lier eibus ac wach alias ok eth cE SRR ee ec ges das a 

Country: elevator... yo aird deick Ssbobebesibelobanideaetedteaahe bees elbsetsdres 2, 200, 879 

Farm-stored deliveries___._.__.....----- li cecil Riaicciaeaatadtae call Nee iailinthntin 1, 327, 261 

I lee aaeiebeeein ethnical 997, 300 

Wotwbe iio ik ee i a i BP, 14, 988, 000 


A comparison of the July 1, 1955, corn production forecast with 
those for subsequent months in 1955, as well as the actual production of 
corn for the year in the States of Minnesota and South Dakota, re- 
flected the following: 


(Thousand bushels] 





| Amount less 
South Dakota} Total | than July 1 











Date | Minnesota 

| | estimate 
oie sentiisticid aie ah 1 etd ed ind iets be aS Ee | 

| | } 
July 1, 1955. ...- wbbbehetaiedidteattthabseul 296, 565 | 124,710 | 491, 978 | 0.22 set. 
Aug. 1, 1955-__. Dishes Als ESB aaa ar 296, 565 | 116, 396 412, 961 | 8, 314 
eer meee et Le. br, 7332) 273, 305 | 83, 140 | 356, 445 | 64, 830 
OR BE s.2us, costae tala cwadaad isa seb so 279, 120 | 83, 140 | 362, 260 | 59, O15 
Nov. 1, 1965......-. esi tence ao ‘ : 284, 935 | 83, 140 368, 075 53, 200 
Mie Keune tke tt nicssosscinslowncwe | 284, 935 86, 457 371, 392 49, 883 








A review of the above reflects that the August 1, 1955, forecast was 
8.314 million bushels less than the July 1 prediction and the drop in 
anticipated production occurred in South Dakota. On September 1, 
1955, the forecast was 64.83 million bushels or 15.39 percent below the 
July 1 estimate. This drop in production amounted to 23.26 million 
bushels in Minnesota and 41.57 million bushels in South Dakota or 
7.84 percent and 3314 percent, respectively. The data also reflect 
that actual corn production for 1955 in the two States was 49.88 
million bushels less than anticipated on July 1. South Dakota ac- 
counted for 38.25 million bushels of the aforesaid reduction and Minne- 
sota 11.63 million bushels. 

The files of CSS Washington reflected that on August 26 and 31, 
1955, the Department of Agriculture was requested to discontinue 
further shipments of corn , South Dakota because of serious 
drought conditions existing in the State. These requests were made 
by John H. Litzelman, president, South Dakota Corn Belt Livestock 

eeders Association, and Congressman Harold O. Lovre, of South 
Dakota. 

The staff is of the opinion that in view of the September 1, 1955, 
corn production estimate, CSS should have reevaluated its decision 
of July 22 and discontinued the movement of this corn. In so doing, 
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CSS should have also considered that on September 1, 1955, there 
was approximately 54.33 million bushels of unused bin capacity avail- 
able for storage in Minnesota and South Dakota. A schedule of the 
unused bin capacity for these States is set forth below for the period 
September 1, 1955, to March 1, 1956, during which period corn moved 
to the west coast. 

{Bushels]} 


| 
Minnesota |South Dakota Total 
(2 States) 


il li eh aad oot dla etameeeteaniaed oe 
| 
















Sept. 1, 1955-. 25, 572,942 | 28, 752, 760 54, 325, 702 
Oct. 1, 1955. 24,754,773 | 27, 623, 001 52, 377, 774 
Nov. 1, 1955_. 23, 404,688 | 23,854,463 | 47, 259, 151 
Dee, 1, 1955_- 23, 981, 133 22, 170, 613 | 46, 151, 746 
Jan. 1, 1956__- Paes hss 26, 661,858 | 23,603,988 | 50, 265, 846 
Feb. 1, 1956.......... wiles ahuuiatebiupanateuwe tiriai 29,413,707 | 24, 200, 703 | 53, 614, 410 


eit not bane cei sh Ridteey ns aegtearan sehen .----| 30,780,020 24, 449, 892 | 55, 229, 912 








Subsequent to December 31, 1955, 921,000 bushels of corn were 
shipped to the west coast. On December 31, 1955, there were approxi- 
mately 50.3 million bushels of empty bin capacity in Minnesota and 
South Dakota. Of this amount, approximately 15.6 million bushels, 
which represented 58.5 percent of Minnesota’s empty space, existed in 
the same counties from which corn was shipped to the west coast. It 
could not be determined that this empty space existed at the same bin 
sites from which corn was shipped without an unwarranted amount 
of work. However, it was determined that on January 1, 1956, South 
Dakota had empty bin capacity in excess of 2.7 million bushels at the 
sites from which corn was shipped. In commenting on this, C. B. 
Quam, administrative officer, ASC, South Dakota, stated : 

* * * A lot of this empty space existed at the time corn shipments were 
anticipated we had in South Dakota an estimated takeover of 21 million bushels. 
After having a drought condition in connection with the summer of 1955, we 
enced up with a takeover of only 18 million bushels as 35 percent or more of the 
1953 crop was resealed and retained on the farm. 

Mr. Roy Hendrickson made the following comments when he testi- 
fied before the committee : 

Let me say—and I will be completely frank—I think I know enough about 
the west coast movement to say this: That is what you would call in the industry 
an out-of-line movement, and I think, while there may have been very substantial 
justification, in the light of the large crop anticipated in July or even August, 
but subsequently, when the news changed—and certainly by the time of the crop 
report in September—the Government should have been aware that the problem 
was not the same. The difficulty sometimes is—and that is one reason why 
we are all always concerned—-when the Government gets its signals set in one 
direction, it has an almost impossible task sometimes to reverse them. Certainly 
I will not justify for one moment an out-of-line movement, even into December, 
when the situation changed very substantially in September. 

If I recall correctly the figures, some of that movement took place afterward, 
after the corn crop decline was evident. 

She staff, in its December 1955 report, expressed substantially the 
same opinion as did Mr. Hendrickson in the above quote. When the 
staff interviewed Mr. Hendrickson, he reaffirmed his opinion that the 
movement of corn could have been stopped after the September crop 
report indicated a substantial drop in production. He further stated 
that had he realized shipments were continuing after September 1955, 
he would have suggested that shipments be stopped. Mr. Hendrick- 
son advised the staff that he formed the impression that the staff advo- 
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cated the use of empty bin space in lieu of commercial space even 
though the caasleaieae space was in line. He was advised that the 
staff questioned only the out-of-line movement of corn to the west coast 
at. a time when bin space was available at or near the point of pro- 
duction. 

CSS policy in this regard which has been reaffirmed several times 
in the past states— 

Only where it is determined that local warehouse space is not available shall 
the ASC county office make necessary arranagements for acceptance of deliv- 
eries at CCC-owned storage facilities. 

Mr. Marvin L. McLain and other CSS officials stated that no pres- 
sure was exerted by west coast warehousemen to cause CSS to move 
the corn to the west coast and the staff’s investigation failed to reflect 
any pressure exerted by the warehousemen or on their behalf. CSS 
officials also stated that no firm commitments were made to west 
coast warehousemen as to the amount of corn they would receive for 
storage under the program. 

Mr. McLain in explaining why the movement of corn was not 
stopped after the September crop forecast was known said a pro- 
gram of such scope is difficult to stop after it has started. He ack- 
knowledged that it could have been stopped but said while there was 
some empty bin space in the general area he had no information that 
the empty bin space was at the same points from which the corn 
was being shipped. He said that the uncertainty of the time of de- 
livery and erection of the new bins made it appear practical to con- 
tinue the shipments. Further, he said any empty bin space created by 
the movement would be required to store grain taken over in 1956. 

With respect to the eventual disposition of the corn from the west 
coast, the staff previously pointed out that very little corn had been 
exported from the west coast in recent years and at the time the 
staff’s report was being prepared in December 1955 CSS had no 
export program for corn on the west coast. 

The staffs current investigation reflected that in the period April 
19, 1956, to October 31, 1956, the Portland commodity office made the 
following sales of corn to commercial exporters : 


Average unit | Total amount 











Destination Bushels sold price per of sale 
bushel 
Europe. ....... oe | 4, 904, 825. 23 $1. 4188 | $6, 958, 855. 98 
SOPOM css 2.5.2 bel s : .| 4, 602, 601. 54 1. 4317 6, 589, 391. 63 
[a a. ee 
Total p : -.--| 9, 507, 426. 77 13, 548, 247. 61 





BP ORG CAG ods te chew 7 | 3} | 


With regard to the above schedule it is significant to point out that 
the last previous corn export sale made by the Portland commodity 
office was on February 24, 1953. ; 

In evaluating the European export sales, it is to be noted that on 
December 16, 1955, Marvin L. McLain, then Director of the Grain 
Division, submitted the memorandum to the staff explaining the back- 
ground and details involved in shipping the corn to the west coast. 
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He stated in part as follows: 


* * * The transportation costs of moving corn to the west coast as compared 
to moving it to the east coast varies between 10 and 15 cents per bushel 
depending upon the point of origin and whether the corn moves to California and 
Pacific Northwest points. 

Since the normal movement of corn for export to Europe is to the 
east coast, and utilizing the lower of the two figures supplied by 
Mr. McLain, namely, 10 cents, it can be seen therefore that since CSS 
sold 4,904,825.23 bushels of corn for export from the west coast to 
Europe, it incurred $490,482.53 more in transportation costs than it 
would have incurred if the corn had been shipped to the east coast 
originally. 

Another factor involved in the evaluation of the European sales and 
determining the theoretical loss to CSS in moving the corn to the west 
coast is the relation between west coast and east coast market prices. 
In this regard, Mr. McLain stated in his memorandum of December 
16, 1955, that: 

The ocean freight from the west coast to Europe is 13 cents per bushel more 
than the ocean freight from the east coast to Europe. This, however, does not 
mean that this disadvantage would apply to any or all of the corn shipped to 
the west coast. It is possible that all of this corn may go to countries normally 
moving grain from the west coast. * * * 

The staffs’ investigation reflected that whereas the Portland com- 
modity office realized an average price of $1.4188 per bushel for ex- 
port sales to Europe, the average east coast offering prices on the 
same dates of such sales and for the same grades of corn was $1.6170 
per bushel. It can be seen therefore that the Portland commodity 
office realized 19.82 cents less per bushel than could have been realized 
if the sales had been made on the east coast. Since 4,904,825.23 bushels 
of corn were involved the theoretical loss to CSS was $982,292.04. 

The total theoretical loss to CSS including excess transportation 
charges on European sales was $1,472,374.57. This amount is exclu- 
sive of any additional handling and storage costs which may have 
been involved but could not be calculated. 

With respect to the export sales to Japan, the normal movement of 
corn for export would be, as Mr. McLain indicated, to the west coast 
and therefore the transportation costs as such, would not be an addi- 
tional cost factor to CSS. The average east coast offering price for 
the same grade of grain and for the same sales dates was $1.6155 per 
bushel compared to $1.4321 per bushel realized by the Portland com- 
modity office. Due to the lack of adequate data relative to the excess 
cost of shipping from the east coast to Japan, no evaluation was made 
of these sales. Similarly, no evaluation was made of the 252,056.94 
bushels of domestic corn sales made by the Portland commodity office 
because no comparable east coast prices were available in this regard. 

The staff believes that since the anticipated storage problem did not 
materialize in September 1955 sound business judgment would have 
dictated that further shipments of corn to the west coast be can- 
celed. This would have avoided an out-of-line movement which re- 
sulted in a loss to CSS of approximately $1.5 million as of October 
31, 1956. 
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Vil. Excuaners Mape Unper Consommation AND: RoTation 
PROGRAM 


The staff, in its January 1956 supplemental report, discussed in con- 
siderable detail the initiation and operation of the new consolidation 
and rotation program as it pertains to the Minneapolis area. 

There is set forth below a condensed summary of the operation of 
this program, together with information concerning its present status. 

Prior to July 15, 1955, the Minneapolis office made two-way ex- 
changes primarily with mills in which CCC frequently exchanged 
country wheat for terminal wheat. No terminal charges or commis- 
sions were allowed, and CCC usually obtained a 3-cent premium, be- 
cause the Minneapolis office had found that country-run wheat outsold 
terminal wheat by from 3 to7 cents per bushel. 

With the passage of the Agricultural Act of 1954, the Minneapolis 
commission merchants conceived and advocated that the Department 
of Agriculture adopt a new exchange program which would permit 
them to handle CCC wheat. The result was a new exchange program, 
known as the consolidation and rotation program. This program con- 
templated that commodity offices would purchase terminal wheat ‘at 
market price and then sell an equal quantity of CCC country wheat to 
country elevators at the higher of the local market or the terminal cash 
market less both freight to the country elevator and applicable com- 
mission. 

Both the Kansas City and Dallas offices have made exchanges under 
this program as originally contemplated. Even though terminal 
wheat has sold at a premium on occasion due to its scarcity, neither 
office has paid a terminal charge, because they were not authorized by 
CSS, Washington, to pay such a charge. If terminal wheat sold at a 
premium, the country elevators absorbed the premium and then made 
two-way exchanges with CCC. 

Commissions have not. been allowed on sales of country wheat by 
either the Dallas or Kansas City offices, probably because commission 
merchants were not utilized by the trade in their areas as they are m 
the Minneapolis area. 

Beginning July 15, 1955, the Minneapolis office made exchanges un- 
der the new program and allowed both a commission of approxi- 
mately 214 cents and a terminal charge of 2 cents per bushel. 

The terminal charge was allowed on specific instructions from CSS, 
Washington, dated July 11,1955. These instructions were issued even 
though the Minneapolis office had advised Washington officials many 
times that country-run wheat outsells blended terminal wheat by from 
3 to 7 cents per bushel. Therefore, CCC has acquired terminal wheat 
by paying 5 to 9 cents more than it is worth. 

Commissions have been allowed in all but two exchanges, even 
though Washington officials acknowledged to the staff that some of the 
wheat sold to country elevators would be used locally and not sold 
through commission merchants. That this was contemplated is indi- 
cated by memorandums written by the Grain Division to justify the 
new program. Commissions have been allowed in exchanges with ele- 
vators of integrated mills. One such elevator received a commission 
on 86,461 bushels of wheat that were sold either to the parent mill or 
to affiliated companies. 
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During the period July 15, 1955, through February 29, 1956, the 
Minneapolis office made a total of 873 exchanges involving 9,860,395 
bushels of wheat. under this program. The additional cost of these 
exchanges to CCC, as compared to exchanges made prior to July 15, 
1955, is computed as follows: 

(a) Commissions allowed—1 percent of sales *__......_.-.--_.-_- $220, 037. 61 


(bo) Additional amount allowed for terminal wheat: 
1. Cost of 3 cents discount not obtained—3 





cents on 9,860,395 bushels_...._._._________ $295, 811. 85 
2. Terminal charges allowed—2 cents on 

DO, TOG CRE  bashele 7... 6 ake 195, 732. 68 
—_—_—_—_——_ 491, 544. 53 
(c) Loss because premium paid for terminal wheat narrowed *____ 8, 131. 80 

(d) Loss because discount allowed on sale of country wheat nar- 
SONNE ee EG Sather ai ee es 112, 637. 29 
Dotahedistional cngk to O00. oss < bose cacecinsonnsn-- ~» 227,351.23 


1 Comniissions were not allowed on 2 exchanges made with mills. 

2 Terminal charge was not allowed on 1 exchange involving 73,761 bushels purchased by 
CCC f. o. b. vessel at Vancouver and Tacoma. 

*This loss is predicated upon the fact that the Minneapolis office advised the Grain 
Division on July 12, 1955, prior to initiation of this exchange program that it felt that 
premiums would narrow and that the extremely wide discounts would soon narrow because 
the prospects were for a good crop of heavy test weight wheat. 


The above loss is predicated upon the fact that CCC prior to July 15, 
1955, made exchanges without allowing a commission on sales of CCC’s 
country wheat and without paying any terminal charge on terminal 
wheat acquired by CCC. In fact, CCC frequently acquired terminal 
wheat at a 3-cent discount because historically terminal wheat is worth 
less than country-run wheat. 

Most of the exchanges made prior to July 15, 1955, were with mills. 
Officials of CSS, Washington, have said that the new exchange pro- 
gram was adopted to put CCC grain back in normal trade channels, 
and it was stated that the additional cost to accomplish this was 
warranted. 

It has been acknowledged that some CCC country grain purchased 
by country elevators would be utilized locally and not sold through 
commission merchants. To the extent that country elevators utilized 
commission merchants, it might be necessary to allow the country ele- 
vator the commission that it paid. However, there seems to be no 
historical price data that justified paying the cash track price plus a 
9-cent terminal charge for terminal wheat. Even the commission 
merchants in the Minneapolis area acknowledged that terminal wheat 
is generally worth less than country-run wheat grade for grade. 

If it is assumed that a commission must be paid to make the new 
program work, CCC by paying a 2-cent terminal charge is paying 
from 5 to 9 cents more per bushel than wheat has been worth his- 
torically. 

Premiums for 60- and 59-pound test weight spring wheat were 4 and 
2 cents, respectively, on July 15, 1955. On August 3, 1955, these pre- 
miums had narrowed to 2 cents and 1 cent, respectively, and remained 
unchanged through January 31,1956. Item (c) of the above schedule 
reflects the loss incurred because premiums of 4 and 2 cents were paid 
during the period July 15 to August 2, 1955. 

Discounts for low test weight spring wheat were extremely wide as 
of July 15, 1955. For instance, 50-pound test weight spring wheat 
sold at a discount of 38 cents on July 15, 1955, but, on October 13, 1955, 
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this discount had narrowed to 16 cents. Discounts for all low test 
weight wheat narrowed after July 15, 1955, and reached their lows on 
January 19, 1956. However, loss shown in (d) in the above schedule 
represents only the difference between the discount allowed by CCC 
and the discount as of October 13, 1955. It was not assumed that 
CCC could have anticipated the low discounts which were reached on 
January 19,1956. It is felt that if the Minneapolis office could antici- 
pate that the premiums and discounts would narrow substantially in 
the near future, the trade could also anticipate this and, therefore, the 
trade made exchanges expecting to realize a gain. Because CCC had 
“burdensome” terminal stocks at the time this program was initiated 
and had no export program at that time, it is felt the excessive pre- 
miums paid on terminal wheat purchased and the excessive discounts 
allowed on country wheat sold should be considered costs of this 
program. 

Officials of CSS have said that under the load-out system CCC 
would have incurred a 2-cent terminal charge. While this is true, 
Mr. James A. Cole, director of the Minneapolis commodity office, 
advised the Grain Division before this program became operative that 
his office had been able to “special bin” quality wheat and thereby pro- 
tect the premium value. Further, under the load-out system, no 
commission was paid; therefore, it could be calculated that, to the 
extent that the Minneapolis office could arrange to “special bin” 
quality wheat, the new exchange program costs CCC about 41% cents 
per bushel more than the load-out system. About 114 cents represents 
commission expense over and above the load-out charge and admin- 
istrative expense normally incurred under the load-out system, and 
3 cents represents the protection of premium for country wheat by 
special binning. 

The staff, in its January 1956 report, questioned whether the ex- 
changes made by the Minneapolis office since July 15, 1955, have been— 
consistent with the fulfillment of the Corporation’s purposes in the effective and 
efficient conduct of its business * * *. 

The staff, therefore, suggested that CCC should— 

1. Reevaluate its policy of paying cash track price (for country- 
run wheat) plus a 2-cent terminal charge for terminal wheat it 
acquires. This recommendation is predicated upon the fact there 
appears to be overwhelming evidence that terminal wheat is worth 
less than country-run wheat, grade for grade. It is believed that 
CCC should limit its exchanges to those instances that it can acquire 
terminal wheat at prices that are in line with the actual value of 
terminal wheat. It is believed that this should be the policy, especially 
when CCC does not have any immediate outlet for the terminal wheat 
acquired, 

2. Reevaluate its policy of allowing a commission on sales of country 
wheat. It is believed that commissions should not be allowed, with 
a possible exception in those instances in which the country elevator 
sells the wheat acquired from CCC through a commission merchant 
to a nonaffiliated company. 

3. Use good judgment when making exchanges. Exchanges should 
not be made merely to accommodate the trade. The fact that CCC 
approved all but 10 exchanges indicates that CCC’s primary purpose 
has been to accommodate the trade. CCC should not’ pay any 
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premiums which probably cannot be recovered; neither should it 
sell wheat at large discounts when it is expected that such discounts 
will narrow substantially. 

4. Exercise some control over the warehouse receipts that country 
warehouses purchase, It was expected that the new plan would 
supplant the load-out system and thereby same administrative ex- 
pense. As long as Commodity offices are compelled to operate both 
the load-out method of moving grain and the present exchange pro- 
gram, the contemplated savings will not materialize. 

Mr, James A. Cole, Director of the Minneapolis office, advised the 
staff on November 20, 1956, that exchanges under this program are 
still being made. He stated, however, the number of exchanges has 
diminished greatly since the new export program was put into effect 
September 4, 1956. This new export program is referred to in this 
report under the section titled “Forwarding agents.” 

Mr. Cole stated that the exchanges being made under this program 
are still being made in accordance with the original instructions issued 
by CSS, Washington. He said that terminal charges of 2 cents per 
bushel are still being paid for terminal wheat purchased and the com- 
mission is still being allowed on the country wheat sold by CCC with 
the one exception, that commission is not allowed if the exchange 
is made directly with a mill. 

Mr; Marcus Daly, Grain Division, CSS, advised that between the 
period July 15, 1955, and October 31, 1956, the Minneapolis office has 
made 1,007 exchanges under this exchange program involving 11,- 
264,770 bushels of wheat. 

Under date of December 13, 1955, the Chicago Office of Audit issued 
an audit report in which it was critical of this new exchange program. 
This report was transmitted to officials of CSS and CCC and according 
to policy, the questions raised therein should have been answered 
within 30 days. 

Mr. D. J. Harrill, Chief of the Office of Audit, advised this staff 
December 6, 1956, that CSS has not yet answered this audit report. 


VITI. Sate or Garticky Wurat 
A. GENERAL 


For several years, the Chicago office has taken over several million 
bushels of light garlicky and garlicky wheat upon default of price sup- 
port loans. Such wheat for the most part has been produced in the 
States of New Jersey, Pennsylvania, Delaware, Maryland, and Vir- 
ginia. 

Light garlicky and garlicky wheat are supported at discounts of 


6 cents and 15 cents, respectively, below the support price for clear 


wheat. Light garlicky wheat is any class and grade of wheat that 
has between 2 and 6 green garlic bulblets per 1,000 grams of wheat. 
Garlicky wheat is wheat that contains more than 6 bulblets. 

Most of this garlicky wheat is stored at east. coast terminals by pro- 
ducers. When CCC takes over this wheat on February 28, it must 
take prompt action to move this wheat out of the elevators to make 
room for the producers’ current wheat crop. While there is little 
domestic demand for garlicky wheat, there is a considerable demand 
for such wheat among foreign buyers. 
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B. SALE OF GARLICKY WHEAT IN 1955 


Mr. Earl Davis, merchandiser, Chicago office, advised that the same 
forwarding agents that represent CCC on the.east coast also obtain 
storage space for east coast producers. In 1955 these forwarding 
agents exerted considerable pressure upon CSS to move the garlicky 
wheat to make room for the new crop. As a result the Chicago office 
announced during March 1955 that it would sell for export approxi- 
mately 4,300,000 bushels of light garlicky and garlicky wheat. 

The staff reviewed a tabulation of sales of garlicky wheat made dur- 
ing the period March—June 1955. The first sale on March 7, 1955, 
was at a discount of 1234 cents per bushel below the price for clear 
wheat. Thereafter sales were made at increasing diseounts and by 
the middle of April 1955 all sales were being made at discounts of 30 
cents per bushel. <A total of over 2,300,000 bushels were sold at.a 
discount of 30 cents. 

The staff was advised that forwarding agents submit reports which 
show CCC’s inventory of grain at various elevators. These reports 
also show the number of bushels of wheat that are light garlicky and 
garlicky. CSS relies entirely uopn these reports when it sells this 
wheat and does not determine the actual garlic content of its wheat. 

The staff desires to point out that P. R. Markley, Inc., and Tidewater 
Grain Co., both of which act as forwarders for CCC, purchased 1,- 
274,635 bushels of this wheat from CCC. Over half of these pur- 
chases were at a 30-cent discount. Most of the remainder was 
purchased at a 20-cent discount. 

In the past the Chicago office has been able to sell garlicky wheat 
at a 10-cent discount. Mr. Davis said sales in 1955 had to be made at 
a 30-cent discount because there apparently wasn’t sufficient demand 
for the quantity offered in a relatively short period of time. 

The staff noted during a review of exchanges made by the Chicago 
office that on April 21, 1955, the Chicago office entered into exchange 
agreements K.JW 728 and 731 with Cargill, Inc. These agreements 
provided for delivery by CCC to Cargill, Inc., of 350,000 bushels of 
Soft Red Winter wheat delivered Chicago at $2.1634 per bushel in 
exchange for 350,000 bushels of Soft Red Winter wheat delivered 
Baltimore, Md., for export at $2.2914 per bushel. 

The staff desires to point out that on April 21, 1955, when CCC 
purchased No. 2 Soft Red Winter wheat at Baltimore for $2.291%4 
per bushel, it was offering garlicky Red Soft Winter wheat at 2.041%4 
per bushel. A trade source stated that this permitted elevators at 
Baltimore that purchased garlicky wheat to make a minimum of 
15-cent profit per bushel. This source based his statement upon his 
estimate that it costs 6 to 8 cents to clean garlicky wheat. 

The staff further noted that approximately 45 percent of the sales 
of garlicky wheat were made “in store” elevators while 55 percent 
were made f. o. b. vessel. 

The Chicago office advised that it is customary to offer export grain 
either in store or f. 0. b. vessel, depending upon which will serve the 
best interest of the Government. In this instance, garlicky wheat was 
offered both ways to stimulate demand by all export interests. It 
was stated that some buyers prefer to take delivery in store rather 
than f. o. b. vessel as it affords them the opportunity to mix, blend, or 
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clean the wheat as they desire and they can also use the warehouse 
receipts as collateral for loans. 


C. SALE OF GARLICKY WHEAT IN 1956 


Mr. Davis said all sales of garlicky wheat during the spring of 
1956 were made at a 10-cent discount. During 1956, the Chicago 
office anticipated the number of bushels it would take over on Febru- 
ary 28 and actually offered the wheat for sale about February 15. 


D. COST OF CLEANING GARLICKY WHEAT 


The Chicago office estimated that the cost of cleaning garlicky 
wheat would be approximately : 
Sereening or blowing—three operations .0017 cent per bushel each 
I oa rea i Sa AAG. Se itl inne wcll old Abie SEE belie mid $0. 0051 


Loss in volume during screening or blowing—approximately 6 percent 
or .1350 cents per bushel based on price of $2.25 per bushel for 


Teen ne ee en eek mation amen re ee iy . 1350 
Inspection fee, $1.10 per thousand bushels_____-..-__--.------------ . 0011 
Weighing fee, $1.10 per thousand bushels_____-.--._--------------- . 0011 

Total cost per bushel—cleaning garlicky wheat .__.-..----.-~- . 1423 


CSS records show that the Goldproof Elevator located at Louis- 
ville, Ky., had cleaned 53,791.99 bushels of garlicky wheat during 
May 1954 at a cleaning cost of 314 cents per bushel. 

The shrinkage on account of the cleaning operation amounted to 
1,581.84 bushels. This shrinkage, it is noted, represents approxi- 
mately 3 percent and if valued at $2.25 per bushel would indicate an 
additional cost of cleaning of 684 cents per bushel. The indicated 
total cost of cleaning this garlicky wheat, therefore, is 1014 cents per 
bushel. 

Leval & Co., Inc., 2 Broadway, New York, N. Y., furnished this 
staff the following information concerning purchases of garlicky 
wheat it made from CCC during 1955: 

It purchased a total of 1,203,398.81 bushels of garlicky wheat and 
of this amount it exported as garlicky wheat 527,648.35 bushels and 
cleaned the remaining 675,750.46 bushels. After the cleaning opera- 
tion, it had 216,450 bushels of clear wheat and 433,872.16 bushels of 
light garlicky wheat. All the wheat was exported to the United 
Kingdom and continental European countries. 

The cost of cleaning the wheat was $1,321.11, or about one-fifth cent 

er bushel. The shrinkage due to cleaning amounted to 25,428.30 
bushels or approximately 3.7 percent. 

The staff desires to point out that the cost of cleaning garlicky 


wheat to Leval & Co., including loss of volume, was $0.08525 per 


bushel. 

Leval & Co. was asked to indicate the price at which it had ex- 
ported the wheat purchased from CCC. In answer to this question, 
Leval & Co. advised the staff : 


We did not and cannot give you the average export price obtained as many 
of the shipments were made on a c. f. r. or ¢. i. f. basis, where the element of 
freight is an integral part of the price, and any calculations which could be made 
as to an f. o. b. value in order to compare it with the f. 0. b. purchase price would, 
in our estimation, purely be guesswork. 
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Mr. John T. Pugsley, Chief Grain Inspector, AMS, 139 Centre 
Street, New York, N. Y., advised that elevators located in the New 
York area charge 14 cent per bushel for blowing and screening gar- 
ney wheat. 

r. Pugsley advised that the New York Produce Exchange charges 
an inspection fee of 90 cents per 1,000 bushels and a weighing fee of 
60 cents per 1,000 bushels. Some elevators make a separate charge of 
4 cent per bushel if the cleaned wheat is to be blended while other 
elevators charge a total of 34 cents per bushel for the combined clean- 
ng and blending operation. 

Mr. Pugsley estimated that the loss of volume due to cleaning gar- 
licky wheat would amount to approximately 2 percent. However, he 
pointed out that this loss was not due entirely to screening out garlick 
bulblets because during the screening operation small kernels and 
foreign matter are also removed. 

Mr. Pugsley estimated the cost of cleaning a bushel of garlicky 
wheat in the New York area to be as follows: 


Cost factors: Per bushel 
Te ince sy Gh encima scala Mn i a eh ae 
DC TIONT TOG se cee n a Sees at rah petal te pcrete ard ahs alge . 0009 
Wy ehaiiing ee. 34 cll se ee ee ea sk ie . 0006 

Loss of volume (2 percent at $2.25 per bushel) *__.--_.___-_--______ . 0450 
a he ca. coin aie Rac omtincas oaoe eae eRe teed erie ei ip ta iD ace anil tei . 0490 


1 Loss of volume computed on the basis of $2.25 per bushel which is the price basis 
utilized by the Chicago office in its computation. 


Predicated upon Mr. Pugsley’s information, if garlicky wheat is to 
be both cleaned and blended, the total cost of the combined operation 
would be either $0.0515 or $0.0540 per bushel. 

It will be observed that there is a difference of approximately 9 cents 
per bushel between the estimate of the Chicago office and that of Mr. 
Pugsley. This difference is almost entirely caused by the fact that 
the Chicago office estimated that the loss of volume would normally 
be 6 percent while Mr. Pugsley estimated this loss would be only 
2 percent. 

That Mr. Pugsley’s estimate is more nearly correct than that of the 
Chicago office is indicated by the fact that garlicky wheat has been sold 
in the past at a 10 cent discount. Mr. Pugsley’s estimate is also sup- 
ported by a trade source that estimated it would cost between 6 to 8 
cents per bushel to clean garlicky wheat. 


E. CONCLUSION 


It would appear that CSS has two options in disposing of its gar- 
licky wheat : 

1. Offer the wheat for sale for export on competitive-bid basis, 
accepting those bids that are reasonable. 

(a) It is believe that CSS should determine the actual garlic con- 
tent and should not rely upon the advice of forwarders who would 
have a conflicting interest because they are often purchasers of such 
wheat. 

(6) Consideration should be’given to offering export sales f. o. b. 


‘vessel rather than in store to preclude the possibility that the wheat 


will be cleaned and sold back to CCC or blended with other CCC stocks. 
In this regard, one trade source was critical of CCC’s policy of selling 
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arlicky wheat, in store because, as this source stated, this encouraged 
the pollution of other wheat. for export, , 

2. Clean the garlicky wheat and thereafter export it as clear wheat 
or light garlicky wheat if the garlic content cannot be cleaned out 
entirely... It. is believed that garlicky wheat should be cleaned by OSS 
only when.competitive bids received ,for its sale in export channels 
are unreasonably low. : 


TX; Unpestrasn® Varteries or WHEAT 


During August 1955 the United States Department of Agriculture 
announced a discount of 20 cents per bushel under the 1956 price- 
support rates would apply to 24 wheat varieties designated as undesir- 
able because of inferior milling and baking qualities. During August 
1956 a similar announcement was made that, 23 varieties of wheat 
would be-supported at a 20-centdiscount under the 1957 price-support 
program. Both announcements stated that the undesirable varieties 
of wheat would not be eligible for either protein or amber durum 
premiums. 

The stated purpose of both announcements was to discourage the 

roduction of undesirable varieties of wheat and to lessen the possi- 
bility of inferior wheat finding its way into domestic and export 
channels. Both announcements made it the responsibility of the pro- 
ducers to so certify when he placed any undesirable variety of wheat 
under loan. 

Mr. Lloyd N, Case stated that the 1954 production of undesirable 
varieties of wheat amounted to approximately 32 million bushels. 
In 1955 the production of such wheat amounted to only about 16 mil- 
lion bushels. He said that every indication pointed to the fact that 
production of undesirable varieties of wheat during the year 1956 
would be lower than the 16 million bushels produced in 1955, 

Mr. Case stated that CCC owns approximately 900 million bushels 
of wheat which includes practically all classes and varieties of wheat 
produced in this country. Since wheat is a fungible commodity which 
is generally stored commingled, CCC has maintained its inventory 
records according to class and grade of wheat and not according to 
the many varieties within each class of wheat. Therefore, he stated 
it is not possible to determine the extent to which CCC inventories 
contain undesirable varieties of wheat or the extent to which such 
varieties of wheat have been supported in the past. 

It appears to the staff that CCC’s discount policy will reduce the 
amount of wheat of undesirable varieties which will be directly taken 
over by the Government under the loan program. The discount policy 
alone, however, will not preclude the trade from taking indirect advan- 
tage of the support program by blending undesirable varieties with 
wheat that receives full price support. The existing grain standards 
permit certain tolerances of wheat of other classes. To prevent the 
undesirable varieties from entering domestic and export channels it 
will be necessary to revise and tighten the United States grain stand- 
ards with respect to the percentage of wheat of other classes that may 
be blended with wheat of desirable qualities. This action would, in 


the opinion of this staff, further discourage production of undesirable 
varieties of wheat. 












































83 


X. MAINTENANCE AND OperaTION oF Brn Srres 


The staff previously reported that its survey indicated that CSS 
bin operations were efficient and that bin site losses due to improper 
handling or negligence had been small. In making this statement, the 
staff set forth the following table reflecting receipts and withdrawals 
of corn from 22 bin sites located within the State of Nebraska: 








Grades Withdrawals 


Receipts 











Bushels Bushels 
EO dis wang d..~. secndice waded s ciabhudstériods-e Sptitdbcbndpclps 4a6aebie 307, £82. 86 192, 204. 88 
eatainas <badedtacanras pinchha poled tates dtrmindiipadtaans-tagnn aa aiidmainaeisidedl 1, 001, 788. 17 1, 240, 616. 00 
Gah betbe das tees dbwcnseces sounbusdddoshspenbubhe dss esa kabhe 386, 729. 24 65, 178. 64 
viii baa RE BE IER RIP BP PIR SO RAE RE 5, 394. 47 67, 3F0. 11 
No. 5._-- ; eee aidce dois bane a . 156. 25 51, 913. 28 


Sample grade__-- - a. ss, thas cia ai atl es a eR 7, 962. 32 54, 208. 65 


Total a nee aes ea elle eel “1, 709, 613.31 | 1, 709,613. 31 


Mr. Roy Hendrickson, in commenting to the committee upon this 
phase of the staff’s report, referred to the above chart and stated : 

While the investigators cataloged this operation as efficient, a warehouseman 
with this record would experience a crippling loss * * *. 

' The staff desires to reiterate that it did not intend to compare the 
efficiency of bin-site storage with commercial storage. The staff’s 
opinion that bin-site operations had been efficient was supported by a 
computation of the loss incurred by CSS at the 22 Nebraska bin sites 
on account of shrinkage and deterioration. The computation, which 
was predicated upon premiums and discounts fro grade differentials 
furnished by the Minneapolis office, indicated a —_ of $58,364.77, 
Since this corn was in storage an average of 881 days or 2.41 years, 
the average loss per bushel per annum was 1.41 cents. 

When Mr. Hendrickson testified before the committee, he introduced 
into the record a table prepared by Iowa State University which in- 
dicated the loss experienced during the years 1948-50 by 40 country 
elevators and bin sites located in 10 counties of Iowa. This table in- 
dicated that the average annual loss due to shrinkage and deteriora- 
tion of corn stored at the country elevators was 1.39 cents a bushel while 


the comparable loss for bin-site-stored corn amounted to 1.98 cents a 
bushel. 


e Mr. Hendrickson stated with regard to the above-mentioned table: 
” Now, keep in mind that the losses in storage in the bins are actual losses to the 
y Government, while in the case of country elevator storage, as well as terminal 
|- storage, when grain is placed under a commingled warehouse receipt, the ware- 
h housemen bear the losses representing shrinkage in weight and deterioration 
Is of' quality values. In the case of standard storage, the Government is fully 
' protected; in the case of Government-owned storage, the losses are absorbed in 
e the whole operation and no competent cost analysis has even been provided 
it specifically ascribing the actual cost to the Government of inventory losses 
|. realized * * *, 

y The staff believes that any comparison of the relative efficiency of 
n bin-site and commercial-storage operations should take into considera- 
le tion not only the shrinkage and deterioration losses but also the differ- 


ence in storage costs to CSS. 
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The Fiscal Division of CSS advised this staff that country elevators 
fill and unload bins and transport the grain to country elevators for a 
contract price of 5.5 cents per bushel. The average cost of bin-site 
storage, including amortization of bin costs, leasehold expenses, direct 
and indirect labor, and State and county overhead is 4.8 cents per 
bushel per year at the present time. 

The staff utilized these cost factors for bin sites and computed the 
cost to CSS of bin-site operations. This computation included loading 
and unloading the bins, transportation to the country elevator, storage, 
and the loss due to deterioration and shrinkage. For comparative pur- 
poses, the staff computed the cost of storing the same amount of grain 
for an identical period of time at a country elevator. This latter 
computation was restricted to storage only. 

The comparative figures are: 


Commercial storage: Storage only—1,709,613.31 bushels at 0.045 


cent times 881 days (1956 uniform grain-storage agreement ) _- * $677, 776. 20 
Bin-site storage: Cents 
In, out and transportation to elevator (per bushel__._._._._ 5.50 


Storage 4.8 cents per year times 2,4137 years (per 





Nee cd ieiece 11. 59 
Deterioration and shrinkage (per bushel) 1.41 cents per 
year times 2.4187 yeareo. 5 2.2220 hei eee 3. 40 
EE UI Sen ak OL omental 20.49 
Total bin-site storage (1,709;613.31 bushels, at 20.49 cents 
ND Sue reteah cits cbhee be ch tpip began to tenth chy echt tnch Seeman asionigt iad spiny 350, 299. 77 


evened. | eee Rae Oe 


21Cost of commingled storage: if stored identity-preserved cost would be $602,467.33 
2 Excessive cost of commercial storage would be $252,167.56 of stored identity-p:eserved. 


The above schedule reflects that if the corn stored in the Nebraska 
bin sites had been stored in commercial warehouses on a commingled 
basis, the cost to the Government for storage only would have exceeded 
the total bin site stor age cost by $: 327,476.43 3. In computing this figure 
the staff recognized that this amount would include any shrinkage “and 
deterioration except for broken kernels. If the corn was stored com- 
mercially on an identity-preserved basis, commercial storage charges 
exclusive of the deterioration and losses would have exceeded bin site 
storage costs by $252,167.56. This latter figure does not include losses 
due to deterioration which normally would have to be included as a 
cost of commercial identity-preserved storage. 

The staff believes that, based upon the facts previously reported and 
those reported herein, its original conclusion relative to the efficiency 
of the Nebraska bin-site operation was a valid one. 


Ixcessive cost of commercial storage___._-_____- 


XI. 1952 Corronseep Propucrs PurcHasrt Program 


The staff’s December 1955 report set forth information developed by 
the Office of Audit which indicated that the San Joaquin Cotton Oil 
Co. and the Western Cotton Products Co. might possibly have tendered 
to CCC products produced from ineligible cottonseed. At the time the 
referenced report was submitted, the Department had not determined 
whether it had a basis of claim against these two companies. 

Mr. Wingate E. Underhill, Assistant to Deputy Administrator, 
Price Support, advised this staff by memorandum dated December 3, 
1956, that after considering all the facts the Department determined 
that no claims would be filed in this matter. 
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Mr: Underhill made available to the staff a copy of the memorandum 
dated September 19, 1956, written by L. A. Grogan, Acting Director, 
Oils and Peanut Division. This memorandum indicated that Mr. 
Grogan did not feel that claims could be successfully prosecuted 
against either the San Joaquin Oil Co. or the Western Cotton Products 

Jo. 

The memorandum pointed out that the principal question was 
whether these two companies had tendered cotton products to CCC 
produced out of ineligible cottonseed. The memorandum indicated 
that there was a substantial question as to the eligibility of the cotton- 
seed. While the products tendered were ac tually not produced out of 
eligible eittiinaeed: each company had other eligible cottonseed out of 
which it could have produced products tendered to CCC. 

Mr. Grogan concluded in his memorandum that the violation, if any, 
was a technical violation, that the purpose of the price support pro- 
gram had been fulfilled and that no claim should be filed against either 
company. 


XIT. Purcuase anp RESALE or Butrer Anp CHEESE Unper DA-112 


The following is a summary of information which the staff re- 
ported in a suppleme ntal memorandum dated January 14, 1956, 
concerning this matter. 

Announcement DA-112, issued March 9, 1954, advised that CCC 
would purchase salted creamery butter and American Cheddar cheese 
during March 1954 at the support price then in effect provided the 
offerers of such butter and cheese entered into a contract to repur- 
chase from CCC on April 1, 1954, the identical butter and cheese. 

Pursuant to this announcement, processors sold a total of 5,195,112 
pounds of butter to CCC and repurchased the same amount from 
CCC in April 1954. The amount paid to those companies which sold 
and then bought butter amounted to $281,042.08. This represented 
the differential between support price for butter in March 1954 and 
the lower domestic sales price in effect in April 1954. 

Processors also sold a total of 85,514,556 pounds of cheese to CCC 
in March 1954 and repurchased the same amount from CCC in 
April 1954. In connection with this sale and repurchase, the proe- 
essors were paid $2,096,401.64. This represented the differential be- 
tween the support price for cheese in April 1954 and the lower domestic 
sales price in effect in April 1954. 

The staff previously moyenne that this matter was referred to the 
Department of Justice about September 1955 by the Solicitor for 
CCC. 

On December 7, 1956, Mr. Wingate E. Underhill, Assistant to the 
Deputy Administrator, Price Support, advised that the Department 
of Justice has filed 5 civil actions against 5 of the companies which 
received payments pursuant to DA-1 12. These actions seek to recover 
the amounts paid to these five companies. 

Mr. Underhill further stated that 10 of the companies receiving 
payments under DA-112 have brought a total of 8 suits as pl: vintiffs 
against Commodity Credit Corporation in United States district 
courts at Madison, Wis., Chic: ago, Ill., and Minneapolis, Minn. In 
these actions the plaintiffs are “seeking declaratory judgments that 
the contracts and payments under D: \-112 were proper. 
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Mr. Underhill advised that none of the actions filed in this matter 
have been tried to date. 


XIII. Equrry PayMents 


The staff’s December 1955 report pointed out that an equity pay- 
ment is the difference between the market value of ye ie under loan 
and the loan value of such crops plus interest and charges at the 
maturity date of the loan. They are made only on warehouse-stored 
commodities and are not paid to producers who have farm-stored 
commodity loans. 

The staff recommended that consideration be given to incorporating 
in the next agricultural act a provision which would permit CCC to 
include a forfeiture clause in its loan agreement which would elimi- 
nate the necessity of making equity payments. The staff pointed out 
that when equity payments are made it results in CCC not only ac- 
quiring additional commodities at above support prices but also in a 
considerable amount of clerical time being expended in computing 
these payments. 

In commenting on the staff’s report, the Department agreed that 
such legislation would be desirable. 

In the staff’s current investigation, the Grain Division was requested 
to compute the potential amount of equity payments which would be 
due on existing loans assuming that the relationship between market 
price and loan rates remained the same at the date of maturity as 
existed on November 30, 1956. The staff was advised that the Grain 
Division study reflected the market prices for soybeans and flaxseed 
substantially exceeded the loan rate in all areas. However, market 
prices for wheat, grain sorghums, and pinto beans exceeded the loan 
rate in certain areas but were under the loan rate for the country as a 
whole. This study further reflected that based upon warehouse loans 
outstanding November 15, 1956, the potential amount of equity pay- 
ments was estimated to be approximately $9.3 million. However, due 
to the time and research limitations of this study a more conservative 
finding would be that the equity payments are potentially “substan- 
tial.” The Grain Division also pointed out it was their experience 
that where market prices are over loan rates, plus interest and charges, 
by considerable margins, that is 3 or more cents, producers redeem 
their loans and equity payments are the exception. 

The Grain Division advised that since there was no new legislation 
on this point there would be no change in the manner in which equity 
payments are handled. 

he sepecteents proposed legislative program for consideration 
by the 85th Congress, Ist session, contains a recommendation to amend 
section 405 of the Agricultural Act of 1949, relating to nonrecourse 
loans, so as to make unnecessary payments to producers when the 
market value of the collateral is in excess of the loan value, plus 
charges at time of maturity. The enactment of this amendment would 
result in savings in administrative expenses and in the amount of 
uity payments which would otherwise be made. The staff was 
advised that this proposal has been sent to the Bureau of the Budget 
for their consideration. 7 


SS SS 





First National Bank, Dallas ............._. ie ‘ kia $127, 500. 00 | 
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XIV. Burrus Mitts, Inc. 


In the spring of 1954 CCC because of a tight storage situation, 
agreed with Burrus Mills, Inc., to store wheat in tents to be erected by 
Burrus Mills at St. Joseph, Mo., and at Fort Worth, Tex. The stand- 
ard provisions of the Uniform Grain Storage Agreement were incorpo- 
rated into the agreement with Burrus Mills. CCC agreed to store 
wheat for a period of 2 years to justify the cost of attempting the tent 
project. Ultimately, approximately 35 million bushels of wheat were 
stored in such facilities ; 13 million bushels at St. Joseph and 22 million 
bushels at Fort Worth. 

During the staff’s investigation information was received alleging 
that large quantities of wheat stored in Burrus Mills tents had deterio- 
rated and the possibility existed that the Government would lose a 
substantial sum of money because of inadequate financial safeguards. 
Deterioration of the wheat stored at St. Joseph, Mo., began as early as 
September 1954. As wheat deteriorated, the Burrus firm with the 
knowledge of CCC followed the policy of removing the poor grain and 
rerlacing it with new grain in an-attempt to keep the quality up. On 
March 6, 1956, Mr. Burrus notified officials of CSS and CCC that the 
firm would be unable to continue this practice and that substantial 
claims by CCC would result in unloading the grain. He estimated 
that such claims would range from 414 to 614 million dollars. 

As a result of conferences between Burrus, officials of 13 banks 
financing Burrus, and officials of CCC, a financial agreement was exe- 
cuted on July 13, 1956. Pursuant to this agreement, CCC received 
first mortgages against the real estate and equipment of Burrus Mills 
which have been valued at approximately 13 to 14 million dollars. 
In March 1956, Burrus owed the banks approximately $9.6 million 
and on April 5, 1956, reduced this liability to approximately $7.7 
million. At that time the financial agreement was executed Burrus 
pledged its current assets to the bitiics against this liability. The 
payments made to the banks and balance due thereafter were as 
follows: 


amount of 


| 
Apr. 5, 1956, | 
| 
payment | 








$510, 000. 00 

Mercantile National Bank, Dallas.._.___- Saale | 90, 000. 00 | 360, 000. 00 
Republic National Bank, Dallas. -_-__.___- othind beads tek 54 | 127, 500. 00 | 510, 000. 00 
Texas Bank & Trust Co., Dallas __.._.___- daaknah | 11, 250, 00 | 45, 000. 00 
Bankers Trust Co,, New York —______- 576, 672. 66 | 2, 306, 690. 63 
Chase Manhattan Bank, New York_._____- ll , 210, 000. 00 840, 000. 00 
New York Trust Co., New York_______- i ; 197, 224. 22 | 788, 896. 88 
First Nativnal Bank, Boston___........__- ‘ 172, 500. 00 | 690, 000. 00 
First National Bank, St. Louis. ._...___- 127, 500. 00 | 510, 000. 00 
First Nati»nal Bank, Fort Worth BIS. z : : | 52, 500. 00 | 210, 000. 00 
Fort Worth National Bank, Fort Worth_____- eae 52, 500. 00 | 210, 000. 00 
First Nati»nal Bank, Kansas City........____- ; 52, 500. 00 210, 000. 00 
Commerce Trust Co., Kansas City...............-..-- 2.2... | 127, 500. 00 | 510, 000. 00 
Teh he ise ea Rs | 1,925, 146. 88 | 7, 700, 587. 51 


i 





The total liability of Burrus to CCC will not be known until all the 
wheat is loaded out of the tents which is expected to be completed in 
the spring of 1957. As of November 30, 1956, Burrus’ liability on 
the wheat loaded-out from both St. Joseph and Fort Worth, was 
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$3,341,710 against which CCC is withholding the payment of $2,705,- 
031.in storage charges due the firm. An analysis of the settlement 


data as of November 30, 1956, is as follows: 


St. Joseph Fort Worth Total 
Wheat loaded out bushels 9, 019, O84 13, 083, 202 22, 102, 286 
Quantity not settled do 1, 454, 250 1, 030, 331 | 2, 484, 581 
Quantity settled do....| 7, 564,834} 12,052,871} 19, 617, 705 
Discounts on settlements. - $2, 358, 428 $983,282 | $3,341,710 


During the loading out of the wheat from the St. Joseph site, CCC 
has permitted the Burrus firm to remove sample grade grain to its 
Kansas City elevator (A). This permits Burrus to sell this grain in 
an orderly fashion to avoid depressing the local market. Up to No- 
vember 30, 1956, a total of 4,716,740 bushels had been moved to the 
Kansas City elevator. 

This sample grade and DLQ (decidedly low quality) wheat in ele- 
vator (A) is stored in special bins on an identity preserved basis. The 
bins are sealed by the Kansas State Inspection Department. When 
it is necessary to commingle certain lots of sample grade wheat or to 
turn any lot from bin to bin, the seals are broken and reestablished on 
such movement by the Kansas City Warehouse Department upon 
authority of CCC. When a quantity of this special bin wheat is 
loaded out on a sale, the Kansas Warehouse Department breaks the 
seals on the applicable bins and supervises the loading. 

To offset the potential liability of Burrus to CCC, CSS had with- 
held storage payments totaling $2,705,031 as of November 30, 1956; 
CCC held first mortgages on real property appraised at about $13 to 
$14 million; and the Seaboard Surety Company of New York had 
issued a bond for $1 million on the Burrus storage facility. 


ComMMENTs or Unirep States DEPARTMENT OF AGRICULTURE ON A ReE- 
PORT TO THE COMMITTEE ON APPROPRIATIONS, UNITED STATES Housk 
or REPRESENTATIVES, ON CoMMODITY STABILIZATION SERVICE, UNITED 
States DEPARTMENT OF AGRICULTURE 


Except for sections XI, XII, and XIII this report relates to the 
grain price support programs of the Department of Agriculture, in- 
cluding the handling and disposition of inventories acquired under 
such programs. The members of the surveys and investigations staff 
have, we “believe, done an excellent job in discoveri ing and highlight- 
ing many of the most controversial problems that have arisen in con- 
nection with the administration of the grain price support program. 
Generally, the factual statements in the report are correct and the 
recommendations are well thought out. The report points out several 
instances where the recommendations contained in reports for previ- 
ous years have been adopted by the Department. In our efforts to 
improve the administration of the programs we will give careful con 
sideration to the recommendations contained in the report for the 
current year. Undoubtedly some of the recommendations will be 
adopted, and, as would be expected, there will be other recommenda- 
tions which upon further study will be found to be infeasible. We 
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appreciate having the opportunity to examine this report and the 
recommendations « contained therein which, we believe, were made by 
competent and impartial investigators. More detailed comments on 
certain sections of the report follow: 


Ill. 1956 UNIFORM GRAIN STORAGE AGREPRMENT (UGSA) 
A. INTRODUCTION 


It is not presently contemplated that the Uniform Grain Storage 
Agreement will be renegotiated this year. The present thinking is 
that the 1956 agreement will remain in effect at least until 1958. This 
will preclude the adoption prior to 1958 of any recommended changes 
in the UGSA. Although some advantages to the Government would 
accrue from a renegotiation of the agreement this year, it is believed 
that these advantages might be more than offset by other amendments 
that would be advocated by the grain trade. 


B. TRUCK RECEIVING RATE 


The receiving charges of 214 cents per bushel for oats and 31% cents 
per bushel for all other grain on interwarehouse truck movement of 
CCC-owned grain are the maximum rates to be paid on such shipments 
under the 1956 UGSA. All CSS commodity offices are now authorized 
to accept lower rates on interwarehouse truck movements of CCC- 
owned grain if such lower rates can be obtained through negotiation 
with warehousemen on an individual or joint basis. 

It was not possible for CSS to indicate to the trade at the Kansas 
City negotiation meeting the shortcomings of the University of Wash- 
ington report relating to the cost of receiving grain by truck and by 
rail at select Pacific Northwest terminal elevators because printed 
copies of the final report were not made available to CCC until just 
before the meeting was called to order. Thus, CSS personnel had no 
opportunity prior to such meeting to review the report in its entirety, 
to reach any conclusions, or even to indicate to the trade in attendance 
the contents of the report. 

CCC, in its meetings with members of the grain warehouse trade 
over a period of years, has consistently requested cost studies, profit 
and loss statements, and any other criteria which members of industry 
were willing to submit in support of their request for rate adjustment. 
We also have used Government business indexes and other related 
data to the extent they were available and deemed to be relevant. 
The limited amount of data which was submitted by the grain trade 
pursuant to our request was so general in nature so as to be of little 
value and not considered to be completely representative. However, 
the recommendation made by the staff to the effect that cost studies be 
undertaken prior to any further renegotiation of the Uniform Grain 
Storage Agreement will receive our utmost consideration. 


C. ANNIVERSARY PAYMENTS 


As indicated in the report, the provision for anniversary payments 
is no longer contained in the Uniform Grain Storage Agreement. 
The saving has been offset in part, at least, by increases in rates of 
compensation to the warehousemen for other items. 
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D. ACCUMULATION OF PREMIUMS AND DISCOUNTS 


CCC personnel are aware of the problem involving accumulation of 
premiums and discounts, and we believe the provisions of section 13 
of the 1956 Uniform Grain Storage Agreement, by imposing specific 
time limitations in which accruals of quality premiums and discounts 
can be carried forward, offers a solution. While the 3-year period for 
carrying forward such premiums and discounts is not as short as CCC 
endeavored to obtain, it does represent a compromise between the 5 
years proposed by the trade and the 2 years proposed by CCC. 

A determination as to whether accrued premiums are unearned poses 
difficult administrative and practical problems. On first considera- 
tion of the matter it appears that it will bo almost impossible to deter- 
mine from a survey whether the premiums accumulated by the ware- 
housemen are earned or unearned. The placing of any limitation 
upon the amount of premium that may be accrued by a country eleva- 
tor likewise creates problems which are difficult to resolve. We shall 
continue to do everything possible to prevent further accumulations 
in the quality premium accounts and will give serious consideration 
to the recommendations made by the staff in its report on this subject. 


E. WAREHOUSEMEN’S LIABILITY FOR BROKEN GRAIN 


Our experience to date does not disclose abuse by warehousemen of 
the relief afforded them by section 11 (h) of the UGSA. Establish- 
ing the fact that a warehouseman deliberately is delivering excess 
broken kernels to CCC is extremely difficult to ascertain and prove. 
While the Corporation was not successful in getting such provisions 
eliminated from the UGSA when it was last revised, it can exercise 
its rights of reject under the agreement and refuse to accept deliveries 
of such grain if a showing can be made of negligence on the part of 
the warehouseman or that he failed to provide appropriate ware- 
housing services. 

IV. FORWARDING AGENT 


The question of establishing an office or offices on the east coast to 
serve as forwarding agents for CCC has been reviewed on a number of 
occasions. The report contains a new recommendation, i. e., not 
using forwarding agents in connection with grain loaded into the fleet. 
As pointed out by the report, the change in method of operations 
made last fall has resulted in a much larger volume of wheat exported 
by the grain trade and a reduced volume exported by CCC. The 
forwarding fees paid by CCC will still be substantial, and we will give 
further consideration to this problem. 


Vv. CASH GRAIN COMMISSION MERCHANTS 


The question of utilizing established channels of trade in handling 
CCC grain can be variously interpreted with respect to all of CCC’s 
operations. It has been our policy to utilize such channels wherever 
practicable. As a matter of policy, it has not been felt that a cost 
study should be used as a criteria in resolving the question of utiliza- 
tion. Where Government facilities have been utilized, every effort 
has been made to conduct our operations in a manner which would 
compare favorably with industry costs. When facilities are available, 
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however, and can be used practically, the question is generally resolved 
in favor of the utilization of established channels of trade. 


VII. EXCHANGES MADE UNDER CONSOLIDATION AND ROTATION PROGRAMS 


This section as presented relates itself to the major question of 
utilization of commission merchants. The initiation of the consolida- 
tion and rotation program in the Minneapolis area was another of 
many éfforts which have been made to fully utilize established chan- 
nels of trade. Our experience in this program, including the findings 
of the investigating committee, have led to a complete review of this 
practice, and it is expected that our policies will be changed to mini- 
mize, if not eliminate, some of the problems presented by the investi- 
gation report. 

VIII, SALE OF GARLICKY WHEAT 


The sale of 4.3 million bushels of light garlicky wheat was con- 
ducted in accordance with established practices. Any transaction 
handled by CCC must be conducted under current market conditions. 
Conditions and market factors will change from year to year. Com- 
parisons to be valid must reflect comparable conditions. The com- 
parison of conditions existing between March and June of 1955, with 
transactions completed in prior years, under the above criteria would 
not be valid, since the demand factor was considerably different dur- 
ing the periods under comparison. (The same would be true in com- 
parison of costs for cleaning garlicky wheat. The major loss factor 
is in weight, as indicated in the examples cited. To get a true com- 
parison of total loss, the quantity of bulblets of garlic per bushel 
would be the major factor. 


A REPORT TO THE COMMITTEE ON APPROPRIATIONS, 
UNITED STATES HOUSE OF REPRESENTATIVES, ON 
AN INQUIRY INTO GRAIN FUTURES AND SPOT MAR- 
KETS AND UNITED STATES GRAIN STANDARDS 


SURVEYS AND INVESTIGATIONS STAFF, MARCH 1957 


SUMMARY 


I. Introduction 
Inquiries made into operation of large grain exporters in 
futures and spot markets; their influence on such markets 
and export policies; their control of grain warehousing space 
and storage rates, Chicago area; and the mixing and pollut- 
ing of grain. 

II. Large grain exporters 

A. Exports of grain from CCC stocks or under CCC 
programs 

During the 3 fiscal years ended June 30, 1956, Continental 
Grain Co., Cargill, Inc., Leval & Co., Archer-Daniels-Midland 
Co., and Bunge Corp., exported about 60.4 percent of the 
wheat, 33 percent of the corn, 72.1 percent of the barley, and 
80.7 percent of the oats shipped from the United States. 
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B. inte on export policies 
. Advisory committees 
Corn and Whe: it Advisory Committees have not met since 
1953. : Membership ineluded Cargill, Inc., and Continental 
Grain Co., but minutes indicated no undue influence on ex- 
port policy. 
2. Wheat export. program effective September 4, 
1956 
Trade has consistently advocated liquidation CCC inven- 
tories through normal trade channels. On March 20, 1956, 
Minneapolis Gr ain Exchange proposed wheat export program 
known as payment-in- kind program aimed at preventing 
wheat which would be exported from accumulating in CCC 
inventories. USDA announced adoption of program effec 
tive September 4, 1956. Under program exporter buys wheat 
from normal trade channels. After exporters submits proof 
of export, he obtains certificate redeemable for CCC wheat 
equivalent to subsidy. Grain Division said new program 
would (1) strengthen effectiveness of price support, and (2) 
reduce CCC activities in taking over, storing and merchand- 
ising grain, and permit private trade to assume traditional 
marketing role. Cash markets have been rising and more 
wheat under loan has been redeemed since new program 
initiated, 
Federal regulation of grain futures trading 
A. Introduction 
Major objective of Commodity Exchange Authority 
(CEA) is to prevent price manipulation. CEA officials 
stated there has been no major price manipulation of grain 
since 1937. On July 1, 1955, CEA was supervising trading 
in 22 commodities on 17 licensed exchanges. 
B. Speculative limits 
Limits first established for grain in 1938. Present limits 
on all grains other than rye are 2 million bushels which tends 
to prevent any one trader from having futures position ex- 
ceeding 3-percent open contracts. 
Market surveillance and analysis 
CEA maintains daily surveillanve and analysis of markets 
through reports submitted by exchange members, brokers’ 
reports on large traders, large traders’ reports, and reports 
by large processors and mere hants. 
D. Statistics on futures trading 
Statistics on futures trading in ‘wheat for fiscal year 1956 
and as of December 31, 1956, indicated distribution of com- 
mitments which would minimize chance of large-scale price 
manipulation. 
KE. Futures positions of large exporters 
As of December 31, 1956, long position of 5 largest ex- 
porters in corn and wheat was less than 1- -percent open con- 
tracts each. Short position in wheat ranged from 0.6 to 13 
percent and was classified as hedge. Short position in corn 
ranged from 0.6 to 25 percent. “Exporter with 25-percent 
position classified all but 0.2 percent of position as hedge. 
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F. Cash grain positions of large exporters 
No data available within USDA that accurately reflects 
ash positions of large exporters, CEA calc ‘ulation, which is 
merely indicative, shows control cash wheat r: anged from 1.11 
to 11.2 percent of computed free supply ; for corn percentages 
ranged from 0.14 to 2.22 percent. Total control of wheat and 
corn by all 5 largest exporters was 27.64 and 3.71 percent. 
G. Enfore ement by CEA 
Since 1950 CEA has brought three actions in which manip- 
ulation of price of grain was factor. These actions involved 
Cargill, Ine. (oats), Landon V. Butler (soybeans) and Con- 
tinental Grain Co. (wheat). 


IV. Control of grain warehousing space in Chicago area and effect 


on futures and cash markets 
A. Ownership of warehouses in Chicago area 
As of June 30, 1956, there were 53,560,000 bushels of 
capacity under Federal license in Chicago area = which 
52,910,000 bushels were regular for futures delive ry. Cargill, 
Ine. Glidden & Co., Continental Grain Co., and Norris Grain 
Co. operated 41,665,000 bushels of regular space, or 78 percent 
of the total regular space. 
B. Federal Trade Commission investigation of futures 
trading in grain 
FTC has conducted three inquiries concerning grain futures 
trading, with most recent findings set forth in report dated 
February 26, 1946. FTC concluded that federally licensed 
elevators operate in dual capacities as merchandisers and 
stores of grain; that they are permitted to mix grain under 
Federal license which was prohibited when operating under 
State license; that through dominant control of regular space 
they can pamipulete both futures and cash markets. On Feb- 
ruary 26, 1954, Senators Francis Case and Milton R. Young 
forwarded to F TC a memorandum which in addition to receit- 
ing findings of FTC, stated public storage space is not avail- 
able to public in Chicago, that Chicago has highest — 
‘ate in country, and that grain standards are obsolete. FTC 
declined to investigate because of opinion federally licensed 
warehousemen were under exclusive jurisdiction of USDA. 
Senate bill 2684, which died with expiration of 84th Con- 
gress, would have provided Federal license should not be 
construed so as to limit effectiveness of Sherman Act and 
FTC Act. USDA recommended Senate bill 2684 not be 
enacted, stating Federal license does not bar prosecution 
under Sherman and FTC Act. 
C. Allegations of Mr. Lee A. Freeman 
On March 14, 1955, Mr. Freeman testified before Subcom- 
mittee on Disposal of Agricultural Surpluses of Senate Com- 
mittee on Agriculture and Forestry. Testimony paralleled 
tindings of FTC and memorandum submitted to FTC by 
Senators Case and Young. 
D. Availability of warehouse space 
Section 13 of United States Warehouse Act prohibits dis- 
crimination in making storage space available to public. 
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Chicago Board of Trade advised space may become scarce 
during peak harvest but furnished figures to cappect con- 
tention space normally not filled. ane ee alleging dis- 
crimination found by CEA not to be valid. Warehouse Act 
Branch has received no such complaints since July 1, 1951. 
E. Multiple delivery points on futures contracts 

FTC recommended multiple delivery points in 1946 report. 
Three Senate bills were introduced between 1949 and 1955 to 
provide for multiple delivery points pursuant to recommen- 
dations by CEA, but no hearings were held. CEA will not 
recommend multiple delivery points at this time because there 
have been no market fluctuations during past 2 years that 
indicate need for them, but would probably not oppose them 
if bill introduced. Former Administrator, CEA, favors 
establishing multiple delivery points for Chicago future con- 
tracts on experimental basis. Dr. Dorau and Mr. Saxon, pro- 
fessors of economics, both favor multiple delivery points for 
grain futures while Chicago Board of Trade ind a repre- 
sentative of the trade expressed opposition to them. 

F. Divorcement of warehousing and merchandising 

FTC in its 1946 report recommended divorcement of ware- 
housing and merchandising. Senate bill 2684 would have 
required divorcement, but USDA opposed this part on the 
bill, saying it would impede marketing of commodities. Most 
persons interviewed opposed divorcement, saying it was too 
drastic. 


. Grain storage rates, Chicago area 


A. Allegation that storage rates are too high 

Chicago storage rates were increased in 1953 without public 
hearings. Allegation made that because rates are 50 percent 
higher than Minneapolis rates and higher than those of other 
terminal markets hearings should have been held to justify 
1953 increase. 

B. Provisions of the United States Warehouse Act 

Warehouse Act provides warehousemen shall not make any 
unreasonable charge and before changing rates shall file with 
Warehouse Act Branch a statement showing proposed 
changes and reasons therefor. 

C. Position of the Warehouse Branch on Chicago rates 

Warehouse Branch states it is not rate making or fixing 
agency. Warehousemen furnish it with information to sup- 
port requests for tariff changes. It then becomes question of 
judgment whether proposed changes are reasonable. 

D. Statement of Mr. Robert Liebenow, president, Board 
of Trade, Chicago, III. 

Board of Trade has no jurisdiction over rates charged by 
warehousemen, but protested 1953 increase by letter to 
USDA. 

United States grain standards, mixing and polluting of 
grains 
A. Introduction 

Allegations received that (1) United States grain stand- 

ards have not kept pace with improved quality of agricul- 








> 
/ 


Se 


» 


c 


r 


A SAS SE 


914 


95 


tural commodities; (2) tolerances within grade permit too 
much blending; (3) while Federal law and regulations pro- 
hibit federally licensed warehouses from mixing different 
grades of grain, Warehouse Branch does not effee tively police 
these provisions; (4) bec ‘ause of mixing, warehouses are able 
to blend off undesirable grain to their advantage and as a 
result of these practices, the quality of United States exports 
has suffered. 
B. United States Grain Standards Act 
United States Grain Standards Act authorizes Secretary 
of Agriculture to investigate handling, grading, tr unsporta- 
tion of grain and to est: ablish standards of quality. Bureau 
of Agricultural Economies bulletin dated August 6, 193 
stated when grades for wheat permit terminal elevators to 
mix other grains or materials in quantities greater than those 
usually found in country run wheat, the effect is to depreciate 
quality of grain in any given grade which depresses future 
prices which, in turn, have a bearing on cash price paid 
farmers. Retired Director, Grain Division, AMS, in an arti- 
cle dated May 10, 1955, said that blending, mixing, scouring, 
watering, and introduction of foreign matter and grains of 
other kinds have been long practiced ; that there has been 
growing criticism concerning grain standards from both do- 
mestic and foreign users of grain. Mr. Freeman testified 
before Subcommittee on Disposal of Agricultural Surpluses 
saying that grain standards have been “been revised in any 
import: int respect in over 20 years. AMS acknowledged there 
have been no major changes in white or corn standards since 
1937. Standards for wheat eur rently being revised by AMS. 
C. Quality of United Statese xports 
Since 1954, trade missions, appointed by Secretary of Agri- 
culture, FAS, and Sales Man: ager CSS, have received com- 
plaints concerning quality of U nited States exports from 
foreign importers. 
D. Prohibition against mixing different grades of grain 
Section 16, United States Warehouse Act, prohibits mixing 
of agricultural products of different grade by federally 
licensed warehousemen wi ithout consent of owner. 
E. Allegations concerning mixing 
FTC and “others have contended that warehousemen mix 
‘ain and deliver “skin of grade” on futures contracts. Some 
SAankaid this results in the farmer receiving less for his graim 
and others dispute this. Warehousing Branch states it is 
difficult to obtain evidence of illegal mixing. 
F. Grain handling practices on east coast 
During 1954 C. ind T. initiated investigations of 1 or more 
elevators at each of 16 ports at request of Senate Committee 
on Agriculture and Forestry to determine, amon~ other 
things, whether elevators were mixing different er les of 
grain and whether Federal supervision was adequate. 
1. Grain he andling practices, Baltimore, Md. 
and E: conducted investigat i ns of three publ eq export 
daanaaes operating under railroad tariffs at port of Balti- 
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more. Under railroad tariffs elevators are responsible only 
for delivery of numerical grade received. Inspection at the 
port of Baltimore is conducted by federally licensed inspec- 
tors employed by the Baltimore Chamber of Commerce. 
C. and L reports indicate that at time of investigation the 
chamber of commerce was dominated by the grain trade. 
C. and I. reports showed CCC neither sought nor obtained 
full blending potential of high quality stocks it shipped to 
these elevators. Rather the trade blended its lower grade 
grain with CCC’s high-quality grain. Exports are usually 
made on basis of numerical grade No. 2. Since CCC received 
No, 2 grain after blending, it has been contended that CCC 
suffered no loss even though it received bottom of grade No. 
2 instead of top of grade No. 2. Reports indicate 25 percent 
of exports from Baltimore during period of C. and I investi- 
gation were federally supervised. AMS personnel at Balti- 
more said 25 percent supervision would afford only minimum 
assurance of adherence to official standards. Grain Division, 
AMS, advised staff that during fiscal year 1956 percentage 
of federally supervised exports of wheat, corn, and barley 
from Baltimore was 12.8 percent, 13.9 percent, and 12.9 
percent, respectively. 
2. Grain handling practices, Philadelphia, Pa. 

C. and I. investigation showed that former chief grain 
inspector employed by commercial exchange at Philadelphia 
favored firm of P. R. Markley, Inc., by allowing Markley 
to utilize high-blending potential of CCC stocks to blend off 
lower grade Markley stocks. Chief inspector’s son was an 
officer of the Markley firm, and Raymond J. Barnes, presi- 
dent of Tidewater Grain Co., was president of the Commer- 
cial Exchange of Philadelphia. Tidewater Grain Co., P. R. 
Markley, Inc., and Parker Commission Co. jointly have rep- 
resented CCC for a number of years as forwarding agents 
at Philadelphia. C. and I. report stated that on April 15, 
1952, 13 members of the exchange’s inspection department 
filed a complaint with exchange charging chief inspector 
required them to improperly favor Markley by permitting 
Markley firm to blend low-quality grain with CCC high- 
quality grain to extent that elevator did not have sufficient 
high-grade grain at times to meet obligation as evidenced 
by outstanding warehouse receipts. Complaint also charged 
chief inspector either issued or caused to be issued false 
inspection certificates for benefit of Markley. While infor- 
mation contained in complaint had been previously reported 
to AMS officials, they took no action because they felt it was 
an executive matter. The report stated that the chief inspec- 
tor resigned April 25, 1952. C. and I. investigation contained 
substantial information in support of allegations made by 
inspectors. Department of Justice declined prosecution. 
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I. LytTrRopuctTion 


By directive dated May 21, 1956, the Committee on Appropriations 
requested this staff to make inquiry into several phases of the oper- 
ation of the United States Department of Agriculture. 

This report sets forth the results of inquiries made into the oper- 
ation of the large grain exporters in the futures and spot markets 
and their influence on such markets and on export policies; their 
control of grain warehousing space in the Chicago area; grain-storage 
rates in the Chicago area; and the mixing and polluting of grain 
while in storage. 

The staff reviewed pertinent testimony given before the Subcom- 
mittee on Disposal of Agricultural Surpluses of the Committee on 
Agriculture and Forestry, United States Senate, reports issued by 
the Federal Trade Commission and files of the United States Depart- 
ment of Agriculture. Officials of the Commodity Stabilization Serv- 
ice, Agricultural Marketing Service, Foreign Méeiculcura Service, 
and Commodity Exchange Authority were interviewed. Federal 
grain statutes were reviewed and opinions of members of the trade 
obtained. 

II. Laree Gratin Exporters 


A. EXPORTS OF GRAIN FROM CCC STOCKS OR UNDER CCC PROGRAMS 


The Grain Division, CSS, furnished data pertaining to those com- 
panies which either purchased grain from CCC for export or exported 
grain under CCC programs during the 3 fiscal years ended June 30, 
1956. CSS officials advised that this data would substantially show 
all exports of wheat, barley, and oats by these companies, because 
during the period involved almost. all exports of these grains were 
made from CCC socks or under CCC export programs. With respect 
to corn, the data submitted by CSS in fiscal year 1956 probably does 
not represent total exports of corn, because CCC did not offer corn 
for export during the period from October 1955 to December 1956. 
Also, there was no subsidy or export program for corn during this 

riod. 

From the data furnished by CSS, the staff determined the five com- 
panies which exported the largest volume of wheat. Schedule A 
shows the exports of wheat, corn, barley, and oats by these five com- 
panies for the 3 fiscal years ended June 30, 1956, and the total grain 
exports from CCC stocks after deducting exports made pursuant to 
title II, Public Law 480. These exports were deducted because the 
grain trade does not participate in such exports. 

Schedule A is set forth below: 
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| From schedule A it will be noted that during the fiscal year 1956 
| Continental Grain Co. and Cargill, Inc., handled 47.1 percent of the 
| total exports of wheat. For the 3-year period the 5 largest exporters 


handled 60.4 percent of the wheat exported, 33 percent of the corn 
exported, 72.1 percent of the barley exported, and 80.7 percent of the 
oats that were exported. 
CSS officials advised this staff that a few companies dominated the 
export business because they have the organization, foreign contacts, 
or representation and the necessary capital or credit to finance large- 
volume exports. 

With regard to the credit that is necessary to finance large-scale 
grain exports, the CCC on February 7, 1956, maugurated a new sales 
yrogram under which export sales of CCC-owned commodities could 
be made on a favorable deferred-payment plan. Under this program 
a United States exporter may defer payment to CCC for up to 36 
months on the presentation of assurance of payment from a bank 
located in the United States. Interest is charged on any amount 
owed to CCC by the exporter. 

Mr. Frank Daniels, General Sales Manager, CSS, advised this staff 
that the deferred-payment plan was initiated primarily to assist 
small exporters and to encourage them to expand their export opera- 
tion in connection with CCC-owned surplus grain offered to the trade 

| for export. 

Four of the five firms listed in schedule A were among the 10 

| recipients of the largest payments made under the uniform grain- 

: storage agreement (UGSA) for the calendar year 1955. This indi- 
eates their capacity to store CCC grain and indicates in another way 

| their dominant position within the trade. The firms within the first 

| 10, together with UGSA payments made to them and their position 

: within the first 10, are shown below : 

' 


- UGSA pay- Position 
Firm ments, calen- within 
dar year 1955 highest 10 


eda, peeeeeeees 


' 
' 
| 
: 
' 
| Cargill, Inc ae ee >a Sitas $9, 613, 492. 08 | Ist. 

Archer-Daniels-Midland Co________- ae i, ee ie ne 7, 966, 956. 68 | 2d. 

Continental Grain Co ; EE Slee 94 OEE PE 6, 257, 815. 37 | Bth. 


Bunge Corp-....... pg dck-<net ; yar- en gadpudies } 2,142, 588.49 | 10th. 





The staff was advised that Leval & Co., listed in schedule A, is pri- 
marily an exporter of grain and does not have extensive warehouse 
facilities. 
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B. INFLUENCE ON EXPORT POLICIES 


1. Advisory committees 


CSS officials furnished the following list of advisory committees 
pertaining to grain which were established after 1950: 


Committee: Date established 
Wheat Flour Milling Industry Advisory Committee___...._.________ 1951 
Grain Handling and Marketing Industry Advisory Committee_______ 1951 
Feed Industry Advisory Committee__.....-...----------------- 1951 
Corn Processing Industry Advisory Committee__...___.-_-_-_______ 1951 
Dry Edible Bean and Pea Industry Advisory Committee__..._..._ 1951 
Bee: Industry Advisory Committee... . 1951 
Rice Industry Advisory Committee_.._.._..-.___--.--_----._--_.__ 1951 
a I Sh ici iisctst edit ntetrttn meen satercsicicastn nninstesinsen eis 1953 
Grain Sorghum Advisory Committee........--.--.--..---.-_._..__ 1953 
I a ia er asisiidepranqsebuniimanatiopinas 1953 
ey e- * SONINONO nn eee een 1953 
Dry Bean Industry Advisory Committee___....-..---_------__-__-_ 1954 
COG) Rice Adwriaery Clomimittees ss hc ee 1954 
Goaie Mirae Advasory Committee... nn. . erent snbninn 1954 


The staff reviewed the minutes of the following advisory committees : 


Grain Handling and Marketing Industry Advisory Committee 
Wheat Advisory Committee 
Corn Advisory Committee 
Joint Meeting of Wheat Advisory Committee and 
Corn Advisory Committee 
The minutes of these advisory committees indicated that none of 
the committees have met since the latter part of 1953. Mr. W. E. 
Underhill, Assistant to Deputy Administrator, Price Support, CSS, 
confirmed the fact that for all intents and purposes these committees 
have been disbanded as no further meetings are contemplated. 
Membership on these committees included both industry members 
and producers of grain. Included among the industry members were 
representatives of Cargill, Inc., and Continental Grain Co.; however, 
the minutes failed to aoe any undue influence over export policy or 
production of grain. 


2. Wheat export program effective September 4, 1956 

Mr. Lloyd N. Case, former Director, Grain Division, CSS, advised 
the staff that during the past several years the Department of Agri- 
culture and the grain industry has devoted considerable attention to 
the marketing problems created by the accumulation of large grain 
inventories by CCC. Mr. Case said the grain industry has consistently 
expressed the desire that the liquidation of these inventories be handled 
through normal channels of trade. 

On March 20, 1956, the Minneapolis Grain Exchange proposed a 
program to the National Grain Trade Council which was aimed at 
preventing stocks which would be exported from accumulating in 
CCC inventories. It was proposed that the wheat to be exported be 
obtained by the trade from normal trade channels rather than from 
CCC stocks. It was suggested that in lieu of the cash subsidy paid or 
allowed on export sales that the subsidy be paid in the form of wheat 
obtained from CCC stocks. This would insulate the large CCC stocks 
of wheat as only the subsidy would be obtained from CCC. Mr. Case 
stated the proposal was considered by the National Grain Trade Coun- 
cil and was recommended to the Secretary of Agriculture. 
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Mr. Case advised that the Grain Division of CSS was in general 
agreement that the proposal would: 

(a) Strengthen the effectiveness of price support; and 

(6) Reduce CCC’s activities in taking over, storing and merchandis- 
ing grain and permit the private trade to assume its traditional role 
of marketing grain. 

Mr. Case said on July 13, 1956, the Department announced CCC 
would discontinue sales at special prices for International Wheat 
pecs (IWA) and non-IWA export programs, effective Septem- 

r 4, 1956. 

CSS officials conferred on August 2, 1956, with W. C. Schilthuis 
and R. J. Barnes, representing the North American Export Grain 
Association, and with William F. Brooks, Executive Secretary of the 
National Grain Trade Council, regarding the proposed program. 

On August 6 and 7 the directors of the five commodity offices hand- 
ling CCC grain met in Washington to assist in the final development 
of the new export program. 

On August 8 and 9 members of various national trade organizations, 
eects grain exchanges, co-ops and Department officials met to 

iscuss the proposed program. Thereafter, on August 31, 1956, the 
terms and conditions of the new program were released to the public. 

Under the prograin, an exporter buys wheat from normal trade 
channels to be exported. The export must be registered with the 
Grain Division, CSS, and thereafter the exporter receives a confirma- 
tion of eligibility for subsidy. Upon submitting proof of export and 
claim for subsidy to CSS, commodity offices will issue a script certifi- 
cate to the exporter redeemable for CCC wheat f. 0. b. vessel or instore 
at a seaboard elevator. 

The script certificates must be redeemed within 60 days from the 
date of issuance and the wheat received against surrender of the 
script certificates must be exported. 

r. Case stated that this new program met with wide acceptance 
by the various members of the trade because they had felt for a long 
time that exports should be handled through normal trade channels. 
Producers and producer organizations were os advocates of the 
plan because they felt it would tend to increase the price producers 
receive for wheat. 

Mr. Clarence D. Palmby, Director, Grain Division, CSS, advised 
this staff that on the basis of the current subsidy approximately 70 
percent of total wheat exports is from commercial stocks and the 
remaining 30 percent is acquired by certificates from CCC stocks. He 
said it is therefcre apparent that the demand for free stocks, which 
determines market prices, is much greater than it was prior to the 
inauguration of the “payment in kind” program. As a result the cash 
markets at the major terminals have been rising steadily since the pro- 
gram was announced on July 13, 1956. 

Mr. Palmby advised that since prices of futures generally reflect 
what traders anticipate will be the approximate cash price at maturity 
of a particular contract, programs which influence cash prices also 
affect prices of futures. In this regard, the Grain Division made the 
following comments in a memorandum dated July 10, 1956: 

The impact of the change in the export program would be more immediate 


and more pronounced on the futures markets than on cash prices. The price up- 
turn, however, would not be as great as the expected rise in cash wheat prices 
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between July and next March. Bxperience with our price support programs indi- 
cates that the seasonal rise in cash prices to levels at which sizeable loan re- 
demptions take place is limited to the kinds of wheat which are in strong com- 
mercial demand. Such price rises are not paralleled in the futures markets 
where the kind of wheat delivered on contracts is not wanted by mills or export- 
ers. [Italic supplied.] 


Mr. Palmby furnished the following information with respect to 
the closing prices of wheat futures and cash wheat : 


As of Feb. 1, 1956 and 1957 














Futures 
cats ane oe ~ 4 Cash 
March May j July | 
Se ilnde zt a ith 
i 

1956 1957 1956 1957 | 1956 1956 1957 
SS ee, eee eee eee ee Paige a yee ae es ak tk 
Ohteago..-----.... | 2.1254) 2.341%) 2.0774) 2. 3084| 1. 96 2. 16% 2. 3844 
Minneapolis __. siiebibeddeS \ due ee ese | 2.2749] 2.3034) 2.21 2.3354] 2.338% 
nt niiennuntaasrheterbe nd 2.1034] 2.2814] 2.07%] 2.27 1.97 2.15%) 2.31% 
Portland. -_.......--- EEL ASG. ddbdhGbddsdiaadddacbabhecbtioda ieds cal | ee Siedas 2.19 2. 56 








The staff was advised that the effect of the new export program on 
the price-support program is indicated by the fact that as of January 
15, 1956, producers had placed under loan a total of 256.5 million 
bushels of wheat. Of this quantity 3.9 million bushels had been 
withdrawn from support. As of January 15, 1957, 233.3 million 
bushels of wheat Had finan placed under loan and 53.8 million bushels 
had been withdrawn from support, leaving a net of 179.5 million 
bushels under the price-support program as compared to 252.6 million 
bushels a year ago. Mr. Palmby stated that it was his opinion that 
the payment-in-kind program has had the effect of increasing market 
prices to the point where many producers find it profitable to redeem 
their loans and take advantage of the increased market prices. 


Til. Fevers, Reeuiatrion or Grain Futures TRADING 
A. INTRODUCTION 


CEA officials stated that there have not been any large-scale price 
manipulations or corners of grain during recent years. One reason was 
stated to be that grain can be stored and production has been large. 
In addition to controlling the futures market, a trader or group of 
traders desiring to manipulate futures prices would also have to con- 
trol a large part of the grain that is in position to be delivered by 
traders that are short in the futures market. 

It was also stated that the limits imposed by CEA on speculative 
transactions make it difficult for speculators to control the futures 
market. Another deterrent is the fact that CEA requires reports to 
be submitted on all large traders and by large traders and based upon 
such reports CEA takes action before prices can be manipulated. ‘The 
staff was advised that the exchanges are aware of their responsibility 
and they cooperate with CEA to prevent price manipulations and 
corners. 

The basic provisions of the Commodity Exchange Act providing 
for Federal regulation of grain futures trading were enacted in the 








Ber | 


Qe ew Se 


a 


= eft CF yw 


mae G2 


—_ 


en Ne 


Oe 


RI + REEL ATRONREINEI S ONCNE eee 


103 








Grain Futures Act of 1922. Amendments in 1936 changed the title 
of this act to the Commodity Exchange Act and placed additional 
commodities under the supervision of the Commodity Exchange 
Authority (CEA). 

The CEA administers this statute with approximately 125 em- 
ployees through a central organization in Washington and 5 field 
offices located at Chic ago, Kansas City, Minneapolis, New Orleans, 
and New York. 

The major objectives are to: 

Prevent price manipulation and corners. 

Prevent dissemination of false or misleading crop and market information. 

Protect hedgers and other users of futures markets against cheating and fraud. 

Insure the benefit of membership privileges on contract markets to cooperative 
associations and producers. 

Insure trust fund treatment of margins and equities of hedgers and other 
traders. 

Prevent the misuse of funds by brokers. 

Provide information to the public with regard to contract markets. 

CEA seeks to fulfill its responsibilities by : 

Market licensing 

Broker registration 

Audits of commodity brokerage firms 
Trading surveillance and market analysis 
Enforcement of speculative limits 
Investigations and compliance activities 
Special market surveys and reports 
Publication of market information 

On July 1, 1956, there were 17 commodity exchanges licensed by 
CEA as contract markets. The Chicago Board of Trade is the largest 
futures market. The Minneapolis Grain Exchange and the Kansas 
City Board of Trade are the largest cash grain markets and are also 
important futures markets because they are used for hedging purposes. 

On July 1, 1956, there were 22 commodities in which futures trading 
was being conducted under the supervision of CEA. For the fiscal 
year ended June 30, 1956, the trading in all markets consisted of ap- 
proximately 9,150,000 transactions involving approximately $40 bil- 
lion. There were 1,929,000 transactions in wheat valued at approxi- 
mately $8.64 billion. For corn there were 1,231,000 transactions 
valued at approximately $3.77 billion. 


B. SPECULATIVE LIMITS 


In 1936, authority for fixing limits on the amount of speculative 
trading of any person was granted to a special commission consisting 
of the Secretary of Agriculture, Secretary of Commerce, and the 
Attorney General. 

Limits for grains were first established in 1988. At the present 
time the limits applicable to all grains other than rye are 2 million 
bushels. These limits apply to contracts in 1 future or to all con- 
tracts in all futures in any 1 market and pertain to transactions classi- 
fied as speculative : as opposed to hedging transactions. 

The ye Administrator, CEA, advised that the present limits 
on speculative transactions tend to prevent an individual trader from 
having futures positions amounting to more than 2 to 3 percent of all 
open contracts on a particular futures market. He said that this was 
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an average percentage which at times may be somewhat higher, par- 
ticularly near the expiration date of a particular future. 


C. MARKET SURVEILLANCE AND ANALYSIS 


CEA maintains a daily surveillance and analysis of futures 
market transactions. The following data is pertinent to this surveil- 
lance: 

1. The quantity and distribution of open contracts among the various 
futures and any changes in such distribution. 

2. Breakdown of the open contracts held by the large traders 
which will show any concentration of speculative positions. 

3. The supply and location of the actual commodity, which infor- 
mation is necessary to forecast the sufficiency of grain in position to 
fulfill likely delivery requirements on currently maturing contracts. 

4. The price relationship between the various futures and also 
current prices as compared to prices on earlier dates. 

5. The amount of cash commodity held by large traders. Cash op- 
erations of traders that have either large long or short futures posi- 
tions become important because to manipulate futures markets a 
trader usually has to control not only a sizable futures position but a 
sufficient portion of the cash commodity so as to force those who are 
short in futures to come to him either to buy their way out of the 
futures market or to acquire the cash commodity to deliver to him. 

Basic information for this surveillance and analysis work is ob- 
tained from the following reports: 


Clearing member reports on trading and open contracts 


These reports by exchange clearing members show the aggregate 
trading and open contracts of their customers and of house accounts 
and are used for general market analysis and enforcement. They are 
also the source from which the CEA compiles the summary figures 
of daily volume of trading and open contracts in each market, by 
commodities and futures, which are released daily to the public. 


Brokers’ reports on large traders’ holdings 


Each commodity broker reports daily the net position of each cus- 
tomer and house account in large-trader status, that is, each customer 
in wheat having 200,000 bushels or more in 1 future on 1 market. 


Large traders’ report 

Each individual trader holding open contracts in 1 future on 1 
market equal to or exceeding the specified large trader level (wheat 
200,000 bushels) must report daily all his positions (open contracts) 
and also his trades and deliveries in that commodity on all markets, 
and must classify his positions whether speculative, spreading, or 
hedging. 
Reports by large merchants and processors 

These weekly reports require large merchants and processors to 
give data on cash commodity stocks and forward purchases and sales 


commitments, which data is used for appraisal of current market 
situations and the prevention of price manipulation and corners. 
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D. STATISTICS ON FUTURES TRADING 


The Trading and Reports Division furnished the following infor- 
mation with respect to futures transactions in wheat on the Chicago 
Board of Trade during the fiscal year 1956. ‘The statistics set forth 
represent an average of midmonth and month-end long and short 
commitments of reporting and nonreporting traders: 


[In thousands of bushels] 




















Long | Short 

Nonreporting small traders: Speculative and hedging............-.-.-------- 35, 575 30, 644 

Reporting large traders: 
Speculative: 

BE OF OE GN aod ok owes doe nd hn de cut caddubesebebohdacesetda 6, 940 3, 257 

Long and short (spreading)............- n<ifibighlileiele tat Sidi ndlDiccteaind 17, 380 | 15, 671 

UE RTO 2 is oii chen cncs Lgudebenbanscddendadbatadd 24, 320 18, 928 

a eel Daenac aera eS 8, 136 | 18, 459 

a oe > aa 

"Dolel neprirting lores eeGeOE. i 6... 6c cscccnicinnay-qespanscsademibeneue 32, 456 37, 387 

SOUS ON RA an aan Lisi dk + cect ks ad den te ae 68, 031 68, 031 








CEA officials made the following comments with respect to the above 
table of commitments in wheat for fiscal year 1956: 

The distribution of commitment indicated in the above table would 
tend to minimize the chances for large-scale price manipulation. 
Small traders, who are not likely to buy or sell in unison, had a sub- 
stantial proportion of the total open contracts. 

The speculative interest represented by the long and short only was 
small when compared to the total open contracts. While long and 
short spreading has been classified as speculative, it it not as important 
as outright long or short transactions because spreading involves the 
sale of one future and the purchase of another. This is done by traders 
when they feel that one future is out of line in relationship to another 
future. Generally this results in the out of line future coming into 
line and when this happens the spread is usually liquidated. Spread- 
ing therefore usually does not result in large market fluctuations. The 
fact that the long-spreading contracts do not equal the short-spread- 
ing contracts is accounted for by the fact that spreading operations 
may be between two contract markets, 

Long hedges are placed by processors to eliminate the risk in con- 
nection with forward commitments to deliver grain. Short hedges are 
placed by processors and merchandisers to eliminate the risk of carry- 
ing an inventory over a period of time. 

f the hedges are bonified, there is little incentive to manipulate 
prices because the profit that would be made on either the long or 
short hedge would be offset by the loss that would be suffered on the 
actual grain. 

CEA officials advised that the distribution of open contracts in 
wheat futures as of December 31, 1956, was substantially the same as 
the average figures reported above for the year 1956. The staff was 
advised that the distribution indicated a rather well-balanced situa- 
tion which normally would not result in either a tight or squeeze 
situation on the long side or a “bear raid” on the short side. 
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The visible supply of wheat in deliverable position at Chicago as 
of December 31, 1956, was approximately 6 million bushels. The 
total visible supply in the United States was nearly 400 million 
bushels. The opinion was expressed that the visible supply of wheat 
in Chieago was sufficient and would preclude a tight situation on any 
maturing future in the absence of some drastic change in demand. 


E. FUTURES POSITIONS OF LARGE EXPORTERS 


The staff reviewed the futures positions in wheat and corn, as of 
December 31, 1956, of the five large exporters mentioned in section II 
of this report. 

This review reflected that the long position of each of the 5 exporters 
in both wheat and corn represented less than 1 percent of the open 
contracts as of December 31, 1956, and these long positions were 
classified as hedges. 

The short position in wheat of the 5 exporters ranged from six- 
tenths to 13 percent of the open contracts. These were classified as 
hedges. 

In corn the short position ranged from approximately six-tenths 
to 25 percent of the total open contracts. A further breakdown of the 
figures in connection with the 1 exporter which had a short position 
equal to approximately 25 percent indicated that all but two-tenths 
percent of this short position was classified as a hedge. The two- 
tenths percent was classified as speculative. 

CEA officials said they make enough checks to determine that posi- 
tions classified as hedges are properly classified. As indicated herein, 
hedges ordinarily do not affect prices as they are liquidated in an 
orderly fashion. 


F. CASH GRAIN POSITIONS OF LARGE EXPORTERS 


The staff determined that there is no data within the Department 
of Agriculture which accurately reflects the extent to which individual 
firms control the cash grain markets through their dominant position 
in such markets. 

While CEA is interested in cash-grain positions when it investigates 
an allegation of manipulation of grain futures, it does not police the 
cash markets as it does the futures markets. CEA’s other interest in 
‘ash grain positions of individual firms is to verify that a particular 
firm’s transactions in future are actually hedges when so claimed. 

CEA prepared for this staff a tabulation of total stocks of wheat and 
corn in all positions as of January 1, April 1, July 1, and October 1, 
1956, from quarterly reports issued by AMS. Stocks of grain owned 
by or under loan to CCC were deducted from these figures and there- 
after an average was obtained which represents the average free 
supply of corn and wheat on these four dates. 

CEA then compiled the stocks of wheat and corn owned by the 
large exporters on the same quarterly basis from form 204 which large 
merchants and processors are required to file with CEA. These quar- 
terly figures were then averaged and compared with the average free 
supply figure. The following is a summary of the percentages that the 
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stocks owned by the large exporters, mentioned in section II of this 
report, bear to the free supply of both wheat and corn: 





[Percent] 
Wheat Corn 
Exporter: | 

a Be os iesd at “ a2 9.74 | 2. 22 
Bosivevo. ce : ce omabch hoe ent cess : 11.2 | 1.13 
RE We Se a eee a ae eS ee : 4. OF Sn dk saci baeuk. 
ee a 1. 32 | 22 
Wie: ie Lil 1.1 | 14 
science eenclleteeeereneeneenetl aetna 

Total : 27. 64 3.71 


The staff desires to stress the fact that the above percentages are 
merely indicative of the extent to which the large exporters controlled 
the free supply of wheat and corn as of the four dates during the year 
1956. These figures do not reflect the important disappearance fac- 
tor which includes both domestic consumption and the export of 
grain during the quarterly intervals. Since grain stored on the farm 
has been included in the calculation of the free supply of wheat and 
corn, the free supply would be distorted to the extent that wheat and 
corn were placed under loan or consumed on the farm during the quar- 
terly intervals. In this regard the staff has been informed that ap- 
proximately 85 percent of the corn produced is consumed on the farm 
as feed. This would account in part for the small percentage of the 
free supply of corn that is owned by the large exporters. Since ex- 
porters obtained much of the wheat exported during 1956 from CCC, 
the percentages for wheat would be distorted to the extent that the 
wheat owned, as reflected by form 204, included wheat obtained from 
CCC for export. CEA officials stated that, in the absence of a com- 
piete audit of the records of the exporters and CCC, more accurate 
figures could not be obtained. 


G. ENFORCEMENT BY CEA 


During the period 1936 through December 31, 1956, 64 sanctions 
have been imposed as a result of CEA enforcement activity. In 
addition, criminal action has been brought successfully in 10 in- 
stances. 

Sanctions and criminal actions have been brought for the following 
violations of Commodity Exchange Act: 


Exceeding speculative rates 

Filing false reports 

Evading reporting requirements 

Failure to segregate customers’ funds 
Manipulation of price of potato futures 
Manipulation of price of egg futures 
Manipulation of price of oat futures 
Manipulation of price of soybean futures 
Manipulation of price of wheat futures 


CEA advised that the last large manipulation or corner in grain oe- 
curred in 1937. Since 1950 CEA has brought action in three in- 
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stances wherein price manipulation of grain was a factor. These 
three cases are summarized below: 


1. Cargill, Ine. 

This case was the subject of both administrative and judicial pro- 
ceedings. Cargill, Inc., was denied trading privileges in oat futures 
on charges of manipulating the price of the commodity in the Chi- 
cago market, exceeding speculative limits, and making false reports 
to the CEA. 

The administrative complaint, issued June 11, 1953, charged that 
in 1951 Cargill, Inc., shifted large positions in oat futures between its 
own books and those of its wholly owned Canadian subsidiary in such 
a way to represent and report to CEA, as hedging transactions, large 
holdings which were speculative, including very large short positions 
in oat-futures markets in the United States. Cargill simultaneously 
bought large quantities of Canadian oat futures in Winnipeg which 
could be converted to cash oats and imported into the United States. 
In 1952, as the Chicago price declined in relation to Winnipeg and 
Cargill began closing out its short position in the Chicago March 
future, and later in the May future, partly by covering purchases and 
partly by deliveries, the corporation depressed the Chicago price and 
increased its profit position, the complaint charged, by delivering 
Canadian oats at a loss. 

This case was resolved when the respondent waived hearing and 
filed a stipulation consenting to an order denying certain trading 
privileges, and agreeing that in the future it would, in effect, treat all 
commodity transactions and positions of all subsidiaries and affiliates 
as its own transactions and positions. The order of the judcial officer 
of the Department, issued May 4, 1954, directed that Cargill, Inc., be 
denied all trading privileges in oat futures from May 14 through De- 
cember 31, 1954, with the exception of transactions to liquidate exist- 
ing positions in the May 1954 oat future and transactions made on 
behalf of customers. 


2. Landon v. Butler, et al. 


A complaint and notice of hearing signed February 4, 1955, charged 
the respondents with attempting to manipulate the price of soybeans 
and soybean futures on the Chicago Board of Trade, and with 
circulating false and misleading information on market conditions 
for manipulative purposes. The respondents did not file an answer 
to the complaint, and under the rules of practice such failure consti- 
tuted an admission of the facts and a waiver of hearing. The referee’s 
report, filed May 18, 1955, recommended that the trading privileges 
of the respondents on all contract markets be denied until further 
order of the Secretary of Agriculture, and the decision and order of 
the judicial officer of June 20 directed such denial, effective July 20. 


3. Continental Grain Co. 


An administrative complaint was issued by the Department of 
Agriculture on April 30, 1956, which charged that Continental Grain 
Co. manipulated the price of wheat futures on the Kansas City Board 
of Trade on January 26, 1955, and on November 30, 1955, for the 
purpose and with the effect of activating certain resting orders for 
approximately 4,069,000 bushels of wheat which Continental had 
entered with Commodity Credit Corporation for the purchase of 
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wheat. The resting orders provided that Continental would pur- 
chase wheat from CCC at designated prices if and when the December 
and March futures on the Kansas Gity Board of Trade sold at a 
specified price which was lower than the previous day’s close. 

The complaint alleges that a floor broker acting for Continental 
made a series of rapid and successive offers on a descending scale to 
sell December futures which resulted in a decline of the December 
failure to the extent that the resting orders were activated. It is 
alleged that by the same technique the resting orders predicated upon 
the price of the March future were activated. 

A hearing on these charges was begun in Kansas City on August 
14, 1956, and a number of sessions were held subsequent thereto, the 
last being in Chicago on December 15, 1956. The referee has fixed 
March 25, 1957, as the date for the Government to file its proposed 
findings in this matter. ‘The date that a final decision will be rendered 
is indefinite because respondents will be given time to reply to the 
Government’s proposed findings and thereafter the Government will 
be given time to answer the respondent’s reply. 

Mr. John W. Clagett, administrator, office of investigation and 
audit, Board of Trade, Chicago, Il1., advised this staff that he has been 
the administrator of this newly formed office for aproximately 1 year. 
One of the functions of his office is to investigate any market manipu- 
lations. Mr. Clagett said that during the period that his office has 
been in existence he has uncovered no market manipulations. 


1V. ConTRoL or GRAIN WAREHOUSING SPAceE In CHICAGo AREA AND 
Errect on Futures AND CasH MARKETS 


It has been frequently alleged that a few of the larger companies, be- 
cause of their dominant ownership of grain warehouses in the Chicago 
area, are able to influence prices to their advantage and to the dis- 
advantage of the producer. 


A, OWNERSHIP OF WAREHOUSES IN THE CHICAGO AREA 


The Chicago Board of Trade advised this staff that as of June 30, 
1956, there were 53,560,000 bushels of capacity under Federal license 
in the Chicago area. Of this total, 52,910,000 bushels were regular 
for delivery on Chicago futures contracts. Storage space regular for 
futures delivery refers to warehouse facilities from which deliveries 
may be made on futures contracts. Elevators are designated as regu- 
lar by the Chicago Board of Trade in the Chicago area when they meet 
the requirements of the Chicago Board of Trade. 

The four firms having the largest individual capacity of regular 
space were as follows: 

Bushel capacity 


PURINES le Bin caterer rcs seniew ac oaemsen ge sreten shack ch iaag ee oo caylee ches ne 20, 000, 000 
sel FR REE BIN EEG Els ORES 2 ICESTS Soest SSE LS RL PEE 9, 065, 000 
Ceeicee Cre ett Gree ei, So a ee 7, 650, 000 
ROCA CRUE GIO U elcid ier are eine hope ing nested peers meababiedibnisee eyes 4, 950, 000 

Fe rage pela dace tn Sod aaa oneal en ane cede Sa ne eras abet 41, 665, 000 


The above figures indicate that the 4 firms own or control approxi- 
mately 78 percent of the regular warehouse space at Chicago. 

As of December 1956 new elevators with a capacity of 13,600,000 
bushels were under construction in the Chicago area. During Janu- 
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ary 1957 a regular elevator of Continental Grain Co., with a capacity 
of 2,900,00 bushels, was demolished by fire. Therefore, upon the 
completion of the elevators now under construction, it is probable that 
the regular space in the Chicago area will be increased to 63,610,000 
bushels. 


B. FEDERAL TRADE COMMISSION INVESTIGATION OF FUTURES TRADING IN 
GRAIN 


The Federal Trade Commission (FTC) has conducted three in- 
guiries concerning grain futures trading. The most recent findings 
are in a FTC report dated February 26, 1946, entitled, “Report on 
Factors _ Limiting Effective Functioning of the Chic ago Grain 
Market.’ 

The F TC summarized its investigation, in part, as follows: 


The Commission’s brief survey of conditions prevailing in the marketing of 
grain on the Chicago Board of Trade in 1946, as compared with those prevailing 
in the middle 1930's, leads to the following conclusions : 

1. Large merchandisers of grain still continue to perform the dual function of 
merchandisers of grain on their own account as well as the operators of all public 
storage regular for futures delivery on the Chicago market. Operation in this 
dual capacity has long been the cause of complaint within the board of trade 
itself that it offers the opportunity for frequent market manipulations by such 
large operators. The board of trade today appears to be no more able to improve 
this situation through self regulation than it has been in the past. 

2. By their very size, and through their dominance of regular storage, the large 
elevator operators are in even stronger position to manipulate the market to 
their own advantage today than they were in 1936. They still operate all storage 
space regular for futures delivery. In addition, their choice to operate under the 
United States Warehouse Act permits them to mix grades of grain to contract 
grade. This practice was prohibited in public warehouses operated under State 
license in Illinois prior to 1936. The Commodity Exchange Act makes receipts 
of all federally licensed elevators acceptable for futures delivery provided their 
handling facilities meet the requirements set up by the board of trade for ware- 
houses regular for futures delivery. Thus the dominant position of large mer- 
chandiser-operators in the Chicago market has been strengthened by operation 
under Federal license since 1936. 

3. Important respects in which the dominant merchandising interests can 
exert their weight in market manipulations based on their control of public and 
regular space include: 

(a) Ability to depress the futures market, and along with it the cash 
market, especially during the farmers’ heavy selling season when they are 
filling their elevators. 

(b) Ability to depress the prices of maturing futures in order to make 
carrying charges in transferring hedges on grain in store to distant months. 

(c) Ability to take deliveries on futures, which, because of their control 
of public storage space and ownership of other grain in store therein, they 
are in a position to store, mix, and merchandise on a more favorable basis 
than other potential receivers on futures who operate no storage facilities 
of their own in the market. 

(d@) Ability to so operate their controlled-storage facilities and the con- 
ditions under which grain is delivered therefrom as to make the taking of 
grain on futures by those having no storage of their own so expensive, or so 
inconvenient, that the potential taker will avoid delivery whenever possible. 
Among the operating practices complained of as making deliveries unde- 
sirable are the mixing of grades, the pollution of grain by mixing different 
kinds of lower and higher priced grains within the tolerances permitted 
under United States standards, the retaining of the most favorable transit 
billing for their own use in delivering grain to others, and delays in loading 
out grain owned by others. 


Today, the ability of large merchandisers to do each of these things as oceca- 
sion presents itself appears to be even greater than it was in 1936. 
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Mr. J. W. Adams, Chief, Economics Reporting and Investigations 
Section, FTC, advised that he had worked on all the studies involving 
the Chicago grain trade. He said that nothing has occurred subse- 
quent to the Jast study which would change his opinion that the sug- 
gested corrective action is necessary. 

Mr. Adams stated that the regulation of commodity markets pur- 
suant to the authority granted by the Commodity Exchange Act 
tends to eliminate corners on the market, but does not eliminate small 
squeezes due to periodic tight-market situations. Mr. Adams specifi- 
cally pointed out that the contrel of regular space by a few ware- 
housemen in the Chicago area afforded such warehousemen an oppor- 
tunity to exert undue control over the markets. He stated that it was 
his opinion that the Commodity Exchange Authority (CEA) and the 
United States Warehouse Act Branch worked independently of each 
other and were not effective in preventing undue influence on the 
markets through the control of regular warehouse space. 

Mr. Adams said he felt the activities of CEA and the United States 
Warehouse Act Branch should be coordinated, and that both laws 
should be strengthened to afford CEA and the United States Ware- 
house Act Branch with sufficient power to control price manipulation 
made possible by the control of regular space. 

Mr. Adams said it was his opmion that the adoption of multiple- 
delivery points, as was done many years ago in the case of cotton, 
would make deliveries in grain futures more fiexible and would make 
it more difficult for warehousemen to manipulate futures prices 
through their control of regular space in the Chicago area. 

On February 26, 1954, Senator Francis Case and Senator Milton R. 
Young, a member of the Committee on Agriculture and Forestry, 
forwarded to FTC a memorandum which, in addition to reciting 
some of the findings of the FTC, stated: 

1. Public storage space is dominated by a few large elevator inter- 
ests that function as storers of grain, merchandisers, exporters, and 
futures traders. Public storage space is not available because these 
warehousemen are unwilling to accept for storage grain tendered by 
the public, farmers, or shippers. As a result, durmg harvest time, 
grain frequently sells at a substantial discount below the nearby fu- 
tures, for example, July 1950 wheat sold at a 20-cent discount below 
July futures; July 1952 wheat sold at a 10-cent discount. 

2. Chicago has the highest storage rate in the country. 

3. Grain standards were promulgated many years ago and do not 
represent the improved quality of grain now being produced by the 
farmer. 
vith, Premiums and discounts established by the Chicago Board of 
Trade for settling futures contracts are not realistic because they do 
not represent actual commercial premiums and discounts. k 

‘The memorandum asserted that, as a result of the above-mentioned 
practices and those cited by FTC, the price received by the farmer 
for his grain is adversely affected. 

Mr. Edward Howrey, Chairman, FTC, advised Senators Case 
and Young on May 11, 1954, that the allegations set forth in their 
memorandum concerned practices that related to the actions of fed- 
erally licensed grain terminals. Mr. Howrey said the practices were, 
for the most part, within the exclusive jurisdiction of the Secretary 
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of Agriculture and therefore did not provide a basis for action by 


Mr. Joseph E. Sheehy, Director, Bureau of Antimonopoly, FTC, 
advised this staff that FTC based its decision that it did not have 
jurisdiction over federally licensed warehouses in part on the case 
entitled, “Chamber of Commerce of Minneapolis v. Federal Trade 
Commission (13 F. (2d) 673.” In this case the Court of Appeals 
for the Seventh Circuit held that the Commodity Exchange Act— 
was passed in pursuance of the commerce power of Congress * * * and would 
necessarily supersede and displace all existing statutes which conflict therewith. 

Mr. Sheehy said the court vacated that part of the FTC order 
which was in conflict with the provisions of the Commodity Exchange 
Act. 

Senate bill 2684, which died with the expiration of the 84th Con- 
gress, would have specifically provided that the United States Ware- 
house Act should not be construed so as to limit the effectiveness of 
the Sherman Antitrust Act and the Federal Trade Commission Act. 
The Department of Agriculture, in commenting on this bill, stated: 

With respect to the provision of the proposed amendment relating to the 
effectiveness of the Sherman Act and the Federal Trade Commission Act, it is 
understood that possession of a license under the Warehouse Act does not now 
limit the effectiveness of these acts. Therefore, we see no need for this 
provision. 

It will be noted that the Federal Trade Commission expressed the 
opinion that it did not have jurisdiction to investigate warehousing 
practices in the Chicago area because all the warehousemen involved 
were federally licensed under the United States Warehouse Act which 
conferred exclusive jurisdiction on the Secretary of Agriculture. 


C. ALLEGATIONS OF MR. LEE A. FREEMAN 


On March 14, 1955, Mr. Lee A. Freeman, who is the attorney for 
Daniel F. Rice & Co. (a stock and commodity brokerage firm), Chi- 
cago, IIl., testified before the Subcommittee on Disposal of Agricul- 
tural Surpluses of the Senate Committee on Agriculture and For- 
estry. Mr. Freeman’s testimony paralleled the findings of FTC and 
the allegations made in the memorandum which Senators Case and 
Young forwarded to FTC on February 26, 1954. 

Mr. Freeman, when interviewed by this staff concerning the find- 
ings of FTC, advised he had prepared the above-mentioned memo- 
randum. 

Mr. Freeman said the fact that Chicago cash prices for wheat and 
other grains have frequently been at a substantial discount under the 
nearby Chicago futures at harvesttime indicates storage space is not 
available to farmers and others who might desire to store their grain 
in Chicago. Elevators with storage space can profit by buying grain 
at a discount and selling short the nearby grain futures. He did not 
think elevators should be permitted to do this. Rather they should 
be required to make their space available to the public. 
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D. AVAILABILITY OF WAREHOUSE SPACE 


Section 13 of the United States Warehouse Act states, with respect 
to nondiscrimination— 
that every warehouseman conducting a warehouse licensed under this act shall 
receive for storage therein, so far as its capacity permits, any agricultural 
product of the kind customarily stored therein by him which may be tendered 
to him in a suitable condition for warehousing, in the usual manner, in the 
ordinary and usual course of business, without making any discrimination be- 
tween persons desiring to avail themselves of warehousing facilities. 

Mr. Robert Liebenow, president, Chicago Board of Trade, was 
questioned concerning the allegation that warehousemen have re- 
fused to accept grain during the peak harvesttime. He stated as 
follows: 

Storage space, whether at country subterminal or terminal location is purely 
a supply-and-demand situation and, during heavy movements of grain, space 
may become scarce depending on many circumstances. Please keep in mind 
that recent Government support programs have helped to burden elevator fa- 
cilities to the limit. 

Mr. Liebenow advised that, under normal conditions, there is no 
substance to the allegation that there is a shorage of w arehouse space 
in Chicago, and furnished this staff with the ‘following tabulation, 
which shows the percentage of capacity that was filled as of the dates 
indicated. 














Percent filled 
Date on or about— allt aes = 
1953 1954 1955 1956 
June 30_......- 34 49 43 46 
We Bale bhien 71 72 63 64 
Aug. 31......- 5 70 
) 
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1 Sept. 22, 1956, 


The staff was advised that CEA has received no complaints of such 
discrimination within the past 2 or 3 years but has received a very 
few complaints over the past 6 years. 

CEA advised a preliminary inquiry indicated in all instances that 
the warehousemen had a plausible explanation. When the complaint 
was refusal to receive grain, the warehouseman could usually show 
that any unoccupied space was reserved for the receipt or handling of 
other grain. When the complaint was that a warehouseman was 
dilatory i in loading out grain, the warehouseman could usually show 
that the cars were improperly spotted. 

The Warehouse Act Branch has not received any complaints alleging 
discrimination in the Chicago area since July 1, 1951. 

Mr. J. O. McClintock, executive vice pr esident, Illinois Grain Corp., 
Chicago, IIl., advised this staff that he formerly was president and 
executive vice president of the Chicago Board of Trade. When the 

various allegations were discussed with him, he said he recognized 
them to be complaints from a chronic complainant. 

Mr. McClintock said he felt there was sufficient elevator space in the 
Chicago area, particularly in view of the fact that the Glidden Co. 
and Daniel F. Rice & Co. are acquiring new elevators. 
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E. MULTIPLE DELIVERY POINTS ON FUTURES CONTRACTS 


The 1946 FTC report recommended— 


*x* * * 

That every futures contract for grain on any futures market may be satisfied 
by the delivery of grain from any public warehouse operating in accordance with 
the provisions of paragraphs 1, 2, and 3 of these recommendations in not less than 
one market in addition to the market on which such contract is made, such 
outside market or markets to be determined in the discretion of the Federal 
authority. 


CEA officials advised that in 1947 CEA made a study of the need 
for multiple delivery points in grain futures markets. A report 
dated May 26, 1947, was issued which contained the following summary 
and conclusions: 

Multiple deliveries are used in connection with the settlement of futures con- 
tracts in many commodities. While the rules of several grain exchanges pro- 
vide for multiple delivery, the exchanges on which the heaviest volume of 
hedging is done require delivery at the point at which the exchange is located. 
Inasmuch as approximately 85 percent of the trading in grain futures in the 
United States takes place on the Chicago Board of Trade, this is the exchange 
where the question of multiple delivery points is of greatest importance. 

The development of terminal markets and the establishment of processing 
plants at points west of Chicago suggests the desirability of reviewing delivery 
practices in light of conditions now existing. 

A large part of the grain traded in and hedged on the Chicago Board of Trade 
now moves through and is stored at other terminal markets. 

The necessity for delivering grain, particularly wheat, at Chicago on occasion 
requires it to be diverted from the normal channels of commerce and also 
results in abnormal price movements in the expiring futures. 

The addition of outside delivery points will necessitate careful study of 
proper price differences based upon freight rates and grades. 

Conditions existing at this time in the Chicago futures market make it de- 
sirable that prompt consideration be given to the establishment of delivery points 
at certain terminal markets west of Chicago. These markets should have ade- 
quate transportation and storage facilities and should be located within the 
channel through which grain normally moves, such as is the case with Kansas 
City and Omaha. Such additional delivery points should be located west of 
Chicago to provide the receiver of grain with maximum marketing opportunities. 

Mr. Rodger R. Kauffman, Administrator, and Mr. Douglas B. Bag- 
nell, Deputy Admmistrator, CEA, advised that most of the same 
conditions which were found to exist in 1947 are present, today. 

As a result of the 1947 study multiple delivery points for all 
commodities traded on contract markets under the supervision of 
CEA were recommended by CEA. In 1949, Senate bill 1751 was 
introduced. This bill provided for a general overhauling of CEA 
which would have had the effect of strengthening CEA by expand- 
ing its authority to restrict excessive speculation. Among other 
things, the bill would thave authorized CEA to fix margins, require 
registration of tipsters, and to designate multiple delivery points, 
In 1951, Senate bill 341 was introduced which was practically iden- 
tical to Senate bill 1751. This bill also would have permitted CEA to 
designate multiple delivery points. In 1955, Senate bill 2561 was 
introduced which provided only for multiple delivery points. The 
staff has been advised that no hearings were held on any of these 
three bills. 

_ CEA officials said one condition which existed in 1947 but not today 
1s excessive speculation in grain futures. In 1947 there was excessive 
speculation because of the shortage of grain and the large demand 
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for grain immediately after the war years. During recent years there 
has been a much larger supply of grain and less demand for it. 

However, CEA officials recommended multiple delivery points in 
1955 for the following reasons: 

1. The 1953 crop of soybeans was insufficient to meet the steadily 
increasing densa for soybeans with the result that there was exces- 
sive speculation in the 1954 soybean futures. 

2. While the Chicago Mercantile Exchange had designated multiple 
delivery points for eggs, the freight differentials for points other than 
Chicago were unrealistic with the result they tended to discourage 
deliveries at any of the alternate delivery points. This resulted in 
excessive price fluctuations in the egg futures. 

The staff was advised that beginning with 1954 the production of 
soybeans has been sufficient to meet demand with the result that there 
has not been excessive price fluctuation in the soybean futures. Fur- 
ther, the Chicago Mercantile Exchange has now fixed realistic freight 
differentials with the result that eggs can be and are delivered at the 
alternate delivery points. 

CEA will not recommend at this time that it be granted authority to 
designate multiple delivery points because there have been no market 
fluctuations during the past 2 years which would indicate a need for 
multiple delivery points. The staff was advised, however, that CEA 
probably would not be opposed to multiple delivery points if a bill 
was introduced because conditions might change which would make 
them desirable. 

Mr. Joseph Mell, former Administrator, CEA, said that the find- 
ings of the 1947 study by CEA which indicated the feasibility of 
establishing multiple delivery points are still valid. Mr. Mehl stated 
he thought multiple delivery points for wheat should be established 
in connection with Chicago futures contracts on an experimental 
basis. He suggested that Omaha, Nebr., and St. Joseph, Mo., would be 
logical alternate delivery points. 

Mr. O. Glenn Saxon, professor of economics, Yale University, New 
Haven, Conn., said that he favored utilization of multiple delivery 
points and tightening of United States grain standards in preference 
to divorcement of merchandising and warehousing as these would 
accomplish the same purpose without being so drastic. 

Dr. H. B. Dorau, professor of economics, New York University, 
New York, N. Y., advised that about 6 years ago Mr. Freeman engaged 
him to make an extensive study of warehousing conditions in the 
Chicago area in connection with a lawsuit which Mr. Freeman was 
bringing against a warehouseman. 

Dr. Dorau said he concluded from his study that warehousemen in 
the Chicago area operated in several capacities as storers of grain, mer- 
chandisers of grain, and futures traders. He said he concluded that 
only a relatively few warehousemen control a very substantial per- 
centage of regular warehouse space from which deliveries on futures 
contracts can be made. Through this control of regular storage space 
they are in a position to exert undue influence on the price of futures. 

Dr. Dorau said he conluded that multiple delivery points should be 
established to make the futures markets more flexible and to help 
preclude the possibility of market manipulation through the control 
of regular storage space. However, he stated emphatically that mul- 
tiple delivery points alone were not enough. 
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Dr. Dorau said the only solution is to divorce merchandising from 
warehousing. If merchandising operations are subsidizing artifi- 
cially low storage rates, the storage rates should be allowed to seek 
their true level. If this is permitted, the divorcement of merchandis- 
ing from storage would not create any shortage of public storage space. 

{r. Liebenow, previously identified, advised this staff that he recog- 
nized the complaints discussed with him to be complaints voiced by 
Daniel F. Rice & Co. and his representatives. He said Daniel F. Rice 
& Co. and Cargill, Inc., have engaged in a “vendetta” for a number 
of years. 

Mr. Liebenow said the Chicago Board of Trade has multiple deliv- 
ery contracts for crude soybean oil, cottonseed oil and soybean meal 
and has under consideration the possibility of establishing a multiple 
delivery contract for lard and soybeans. The board of trade has 
studied the matter of multiple delivery points for grains for quite 
some time and is firmly convinced that they would depress prices at 
harvesttime and reduce futures trading to a cash trading basis to 
the detriment of all concerned. While the board of trade has not 
made its study a matter of record, one reason it is against multiple 
delivery points for grain is that it is afraid there would be agitation 
for too many delivery points which would lead to abuses. 

Mr. J. O. McClintock, previously identified, voiced a similar view- 
point. 

F. DIVORCEMENT OF WAREHOUSING AND MERCHANDISING 


The FTC in its 1946 report recommended : 


* * * That all deliveries of grain on futures contracts shall be made from 
public warehouses : 

(a) Licensed by Federal authority. 

(b) Subject to Federal regulation. 

(c) Not owned, operated, or controlled, directly or indirectly, by any person, 
firm, or any other organization directly or indirectly dealing in grain. 


The United States Warehouse Act Branch commented as follows 
to this staff about the above recommendation: 


(a) Warehousemen who operate the warehouses in question now have a choice 
between operating under Federal or State license. Some prefer one system of 
regulation and some the other. Also the same warehousemen seem to prefer the 
Federal system in one market, and a State system in another market. Their 
choices are based probably upon local influences and the tradition of the market. 

Since the futures markets are located in different States, it would appear, to 
the extent that uniformity of licensing, bonding, and supervision in these markets 
is desirable, that the Federal Government would be in the best position to pro- 
vide such uniformity. However, justification for making the United States 
Warehouse Act mandatory with respect to such warehouses would require a 
showing that the various State systems have not adequately served the interests 
of warehouse patrons and the financial institutions upon whom patrons depend 
for assistance in financing stored products. We have no basis for such a con- 
clusion. 

(>) All such warehouses, even those not operating under Federal license are 
now subject to Federal regulation with respect to reporting and recordkeeping 
and with respect to Federal visitation and inspection. Section 5a (3) of the 
Commodity Exchange Act provides that each contract market shall “require 
the operators of warehouses in which or out of which any commodity is deliver- 
able on any contract for future delivery made on or subject to the rules of such 
contract market, to make such reports, keep such records, and permit such ware- 
house visitation as the Secretary of Agriculture may prescribe. Such books and 
records shall be required to be kept for a period of 3 years from the date thereof, 
or for a longer period if the Secretary of Agriculture shall so direct, and such 
books, records, and warehouses shall be open at all times to inspection by any 
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representative of the United States Department of Agriculture or United States 
Department of Justice.” 

Federally licensed warehouses are subject to the United States Warehouse Act 
in addition to the above provision. 

(c) The Department’s position with respect to this recommendation is set 
forth in a letter dated February 17, 1956, from the Secretary to Hon. Allen J. 
Ellender, chairman, Committee on Agriculture and Forestry, United States Sen- 
ate, reporting on S. 2684, which had as one of its purposes the substance of the 
Federal Trade Commission’s recommendation. Briefly, the report was unfavor- 
able, suggesting that the net effect of the proposal would impede rather than 
facilitate the marketing of agricultural commodities. 


On February 17, 1956, Mr. True D. Morse, Assistant Secretary, 


USDA, directed a letter to Senator Ellender recommending that Sen- 
ate bill 2684 not be enacted. In his letter Mr. Morse said: 


* * * the proposed amendment would require merchandisers and processors of 
these commodities, who operate most of the storage facilities available for de- 
livery on contract markets, to choose as between continuance of their merchandis- 
ing and processing operations and the issuance of warehouse receipts tenderable 
on futures contracts. We believe it most unlikely that such merchandisers and 
processors would choose to discontinue their principal activities in order to have 
their warehouse receipts eligible for tender in the futures market. The resulting 
diminution of stocks of commodities available for delivery on futures contracts 
would make delivery more difficult, encourage market congestion and corners, and 
tend to cause more erratic price movements during delivery periods. 

It would seem likely, therefore, that the net effect of the amendment to the 
Commodity Exchange Act proposed by S. 2684 would impede, rather than facili- 
tate, the marketing of agriculture commodities. * * * 

Mr. Liebenow, previously identified, made the following comment 
with respect to the question of divor cing merchandising and storage 


operations of Chicago warehousemen : 

It is the feeling not only of myself but of the Chicago Board of Trade as well, 
that the function of storing grain by an elevator cannot be divorced from the 
merchandising function without irreparable harm and damage being done to this 
market. Because of the facilities that an elevator has for mixing, blending, dry- 
ing, and storing grain, it is able to upgrade grain bought from the farmer and 
merchandise the resultant product. This is a vital and important function since 
farmers do not grow just No. 1 corn, No. 1 wheat, or No. 1 soybeans, and processors 
demand special mixes and blends within the various grades of the grain standards. 
In addition, I seriously doubt whether an elevator in a high-cost market such as 
Chicago could continue to stay in existence if the total source of its revenue were 
derived solely from storage charges. 

Messrs. J. O. McClintock, Joseph Mehl, and O. Glenn Saxon, previ- 
ously identified, and Mr. Charles B. Shuman, president, American 
Farm Bureau Federation, Merchandise Mart, Chicago, Il., expressed 
similar views. As stated in the preceding section of this report, Dr. 
Dorau, New York University, favors divorcement of these operations. 

Mr. Charles H. Maiwurm, executive officer, Grain Inspection 
Branch, State of Illinois, C hicago Board of Trade Building, advised 
this staff that the shift of warehousemen from State licensing to Fed- 
eral licensing began about 1941 and was completed in 1955 when the 
last warehouseman in the C hicago area not federally licensed obtained 
a Federal license under the United States Warehouse Act. 

Mr. Maiwurm said that even before warehousemen obtained licenses 
under the United States Warehouse Act they were circumventing the 
State law which prohibits warehousemen from being both public 
storers of grain and merchandisers of grain. He said they circum- 
vented this law by designating a portion of their space as public stor- 
age space and the remainder as private space, the latter space being 
reserved for their merchandising operations. Mr. Maiwurm ex- 
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pressed the opinion that if warehousemen were prohibited from mer- 
chandising there would be much less public storage space available. 

In contrast to the Chicago area, the staff has been advised that in 
the Minneapolis area all warehouses designated as regular are State 
licensed. Inthe Kansas City area all regular warehouses but one have 
been licensed by the State authorities. The one federally licensed reg- 
ular warehouse in the Kansas City area is Bartlett & Co. This com- 
pany was recently declared irregular by the Kansas City Board of 
Trade because of its refusal to comply with certain regulations of the 
Kansas City Board of Trade. A hearing in this matter is scheduled 
in the near future. 


V. Grain Srorace Rares, Cuicaco AREA 
A, ALLEGATION THAT STORAGE RATES ARE TOO HIGH 


Mr. Lee A. Freeman, attorney for Daniel F. Rice & Co. (a stock 
and commodity brokerage firm, Chicago, IIl., advised that in 1953 the 
terminal elevators in the Chicago area were permitted by the Ware- 
house Act Branch, USDA, to increase their storage rates without a 
public hearing. Because the new rates charged by Chicago terminals 
were substantially higher than the rates of competitive terminal mar- 
kets, he felt that the Warehouse Act Branch should have held a public 
hearing and required the terminals to justify their new storage rates. 

The rates of the Chicago area grain warehouses are uniform at 
six one-hundredths of a cent per bushel per day, which is 50 percent 
greater than the rates in Minneapolis and Superior. Exclusive juris- 
diction over these warehouses rests with the Federal Government. In- 
vestigation has shown that the Warehouse Act Branch has given little 
attention to the question of reasonable rates. Four companies control 
about 78 percent of the regular space in the Chicago area. It appears 
that in view of such concentration of control and in view of the uni- 
formity of rates charged, the Warehouse Act Branch should take the 
necessary steps to determine the reasonableness of the rates. 


B. PROVISIONS OF THE UNITED STATES WAREHOUSE ACT 


The Warehouse Act Branch has the authority to revoke the license 
of any federally licensed warehouse if it is found that unreasonable 
charges have been made. This authority was granted by the United 
States Warehouse Act, as amended. 

The United States Warehouse Act is a permissive statute and pro- 
vides that the Secretary of Agriculture, or his designated representa- 
tive, is authorized, upon application to him, to issue licenses to ware- 
housemen. It further provides that “The power, jurisdiction, and 
authority conferred upon the Secretary of Agriculture under this Act 
shall be exclusive with respect to all persons securing a license here- 
under so long as said license remains in effect.” 

Regulation 102.35 of the act states in part with respect to warehouse 
charges: 

A warehouseman shall not make any unreasonable or exorbitant charge for 
services rendered. Before a license to conduct a warehouse is granted under the 
act the warehouseman shall file with the Department a copy of his rules and a 
schedule of charges to be made by him if licensed. Before making any change 
in such rules or schedule of charges he shall file with the Department a statement 
in writing showing the proposed change and the reasons therefor. 
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C. POSITION OF THE WAREHOUSE BRANCH ON CHICAGO RATES 


In a letter to the Warehouse Branch dated November 29, 1955, Ben 
Raskin, Daniel F. Rice & Co., Chicago, Tll., asserted that the storage 
rate in Chicago was substantially higher than rates of other terminal 
markets such as Kansas City and Minneapolis. Mr. Raskin said the 
present. Chicago storage rate was adopted by warehousemen without 
public hearings. He said he considered the Chicago rate to be dis- 
criminatory and basically harmful to the farmer, the grain trade and 
public interest, and oper the Warehouse Act Branch to conduct 
an investigation of the Chicago storage rate. 

The Warehouse Act Branch, by letter dated December 13, 1955, 
advised Mr. Raskin in part as follows: 


The current rate for storage in Chicago was adopted on various dates in the 
year 1953 by the different licensed elevators, and has remained unchanged since 
that time. The rate was adopted in accordance with the grain warehouse regula- 
tions under the United States Warehouse Act which provide in part that “Before 
making any change in * * * rules or schedule of charges he [the warehouseman | 
shall file with the Department a statement in writing showing the proposed 
change and the reasons therefor” (7 CFR 102.35). The regulation provides that 
a warehouseman shall not make any unreasonable or exorbitant charge for 
services rendered. The United States Warehouse Act authorizes the Secretary 
of Agriculture to suspend or revoke any license issued to a warehouseman upon 
the ground that unreasonable or exorbitant charges have been made for services 
rendered. 

The provisions of the act regarding rates were discussed by the Supreme Court 
of the United States in Rice v. Santa Fe Elevator Corp. (331 U. 8S. 218, 235 
(1947) ) as follows: “The policy on rates was not the fixing of them but control 
over them through issuance, suspension, or revocation of licenses.” Under the 
act this Department does not prescribe or approve the rates charged by a licensed 
warehouseman but requires the furnishing of information as to any changes in 
the rates so that action may be taken to suspend or revoke the license if the new 
rates appear to be unreasonable or exorbitant. There is no provision in the act 
requiring a public hearing in the matter of considering the merits of rate 
changes. 


The Federal Trade Commission, in its 1946 study, recommended 
that storage charges of grain in public warehouses from which grain 
is deliverable on futures contracts be regulated by Federal authority. 
The Warehouse Branch advised this staff concerning this recommen- 
dation as follows: 

The Warehouse Act Branch is not considered a rate-making or rate-fixing 
agency. It is not in position to make cost surveys, conduct detailed financial 
audits, engineering studies, and hold public hearings on rate questions. There 
is no authority in the act for that approach to ratemaking, nor do the act or 
regulations require warehousemen to submit to such practices. 

Warehousemen furnish information of a general nature to support requests 
for tariff changes. Sometimes this takes the form of rather detailed statements 
of current cost elements as compared with those of prior years. It then becomes 
a question of judgment as to whether the proposed changes, if put into effect, 
would justify suspension of a license on the ground that unreasonable or exces- 
sive charges have been made for services rendered. 

No specific criteria are prescribed for the exercise of judgment in this respect. 

In addition, the Warehouse Act Branch stated that storage rates 
had increased rather moderately over a period of years and that all 
operating costs also had increased. It stated that the grain-storage 
industry is normally somewhat competitive and the expansion of 
grain-storage facilities in recent years has been very large. The opin- 
lon was expressed that this expansion and unhindered_ opportunity 
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for further expansion offers considerable assurance that storage rates 
will remain relatively stable. 

The Warehouse Act Branch advised that the storage rate per bushel 
per day charged by all federally licensed warehousemen in Chicago is 
oo cent. ansas City, Minneapolis, and Superior each has one 
federally licensed warehouse. The storage rate of the one warehouse 
in Kansas City is 599 cent while the rate of the warehouses in both 
Minneapolis and Superior is 9 cent. 

The Warehouse Act Branch advised that while the ee of 
the Chicago storage rate with the storage rates in Kansas City, Min- 
neapolis, and Superior is limited to the federally licensed warehouses, 
it is logical to believe that the storage rates of these three warehouses 
are competitive with those of State-licensed warehouses. 


D. STATEMENT OF MR. ROBERT LIEBENOW, PRESIDENT, BOARD OF TRADE, 
CHICAGO, ILL. 


Mr. Liebenow made the following statement to this staff : 


The Chicago Board of Trade has no jurisdiction in fixing the rates charged by 
warehousemen in the Chicago market and, consequently, no hearings were held 
by the Chicago Board of Trade at the time these proposed increases were last 
suggested and approved. The question of storage charges and tariff approval 
rests in the Department of Agriculture. 

The Chicago Board of Trade, however, on June 22, 1953, sent a letter to the 
Honorable Ezra T. Benson, Secretary of Agriculture, with a copy to H. S. Yohe, 
Administrator in charge of the United States Warehouse Act, protesting the 
granting of increases in tariffs without a public hearing as required by the 
Administrative Procedure Act. Mr. Yohe advised us on August 19, 1953, that 
our letter was referred to the Solicitor’s Office and that he (Yohe) had been 
advised that it was not believed that the action taken with respect to these 
tariffs consituted rulemaking which would require notice under section 4 of the 
Administrative Procedure Act. 


VI. Untrep States Gratn Stanparps, Mixing anp Po.LiuTIne 
or GRAIN 


A. INTRODUCTION 


Allegations were received that (1) the United States grain stand- 
ards have not kept pace with the improved quality of agricultural 
commodities; (2) that the tolerances within grade permit too much 
blending; (3) that although Federal law and regulation prohibit 
federally licensed warehouses from mixing different grades of grain 
without consent of the owner, the Warehouse Act Branch does not 
effectively police these provisions; and (4) because of the mixing 
of grades, warehouses are able to blend off undesirable grain to their 
advantage. 

It has been stated that the quality of United States grain exports 
has suffered because of such practices, placing them in an unfavorable 
competitive position. The balance of this section of the report sets 
forth the results of our inquiry into these allegations. 


B. UNITED STATES GRAIN STANDARDS ACT 


The United States Grain Standards Act authorizes the Secretary 
of Agricultute to investigate the handling, grading, and transporta- 
tion of grain and to fix and establish standards of quality and condi- 
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tions for corn, wheat, rye, oats, barley, flaxseed, soybeans and such 
other grains as the usages of the trade may warrant. Power is also 
conferred upon the Secretary to alter or modify such standards 
whenever the necessity of the trade may require. 

The United States Grain Standards Act is administered by the 
Grain Division, Agricultural Marketing Service (AMS). 

The Bureau of Agricultural Economics, in a bulletin dated Au- 
gust 6, 1934, made the following comments with respect to the im- 
portance of establishing realistic grain standards: 


* * * It is also in the grain producers interest that deliveries of grain by 
grade from terminal elevators, under futures or other contracts for large quan- 
tities of grain, should reasonably represent and correspond with the quality of 
the market receipts of country-run grain of similar grade. If grades for wheat, 
for example, contain specifications which permit terminal elevators to mix other 
grains or materials into wheat in quantities that are greater than those com- 
monly found in country-run wheat, the effect of such practices is to depreciate 
the quality of the grain in any given grade below the quality that is average 
or common in country-run grain of the same grade. The commercial effect of 
such a situation is to make elevator deliveries of grain less acceptable to grain 
users than country-run grain of the same grade. The further effect of lowered 
quality in elevator deliveries by grade under futures or other contracts is to 
depress futures contract prices, which, in turn, have a bearing on the cash 


prices paid to farmers for grain. 
* * * 


In an article entitled, “The History and Philosophy of Grain 
Standards in the United States,” appearing in the Northwestern 
Miller on May 10, 1955, Mr. Edward J. Murphy, retired Director of 
the Grain Division, AMS, made the following pertinent comments: 


* * * Blending, mixing, scouring, watering, and the introduction of foreign 
matter and grains of other kinds or less valuable classes have long been prac- 
ticed in grain handling to meet competition. On the other hand drying, clean- 
ing, and turning to improve and retain merchantable quality appear on the 
plus side. 

* * a € * + * 


The basie opportunity to manipulate grain for better or worse after it comes 
to market lies in the fact that it is graded on the factor which reflects the 
lowest grade. This means that in several other factors the limit of the tol- 
erance has not been reached. This is regarded by some as a license to mix to 
the limit of the tolerance, keep it within the grade requirements, but thereby 
debase the original quality. This results in a general understanding in the 
trade that persons taking delivery from an elevator at a terminal or the sea- 
board run the risk of receiving the lowest quality permitted to qualify for the 
stated grade. 


* * *- * + * * 
With reference to complaints and criticism received regarding 
United States standards, Mr. Murphy stated: 


In recent years there has been growing criticism of the grain standards and 
the inspection performance. Overseas complaints represent that the soybean 
grades tolerate too much foreign material. Wheat importers vow that wheat 
exports carry too much foreign material, that wheat is low in protein and 
weak in gluten, that mixtures of classes make it unsuitable for blending with 
softer wheats of indigenous production. Corn, they say, carries too much 
moisture, thus reducing dry-matter yield. 


* * a * * * * 


Criticism of the grades was not confined to foreign buyers. Soybean proces- 
sors also complain of the loose limits on foreign material and moisture content. 
Wheat flour millers aver that the wheat grades give no indication of the poten- 
tial bread-baking quality of wheat. Bakers say that the price of useable flour 
is unduly high because wheat farmers have turned to the highest yielding 
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varieties of wheat with lower baking quality, because they produce to sell to 
the Government under support programs. 


* * * a * + + 

Mr. Freeman, previously identified, made the following comment 
with respect to the United States grain standards when he appeared 
before the Subcommittee on Disposal of Agricultural Surpluses of 
the Committee on Agriculture and Forestry, United States Senate: 

The grain standards have not been revised in any important respect for over 
20 to 25 years. There have been a few minor revisions. The American farmers 
were producing a type of corn and wheat and oats 20, 25 years ago which was 
vastly inferior to what the farmers are able to do now with hybrid seeds, 
combines, with all types of modern machinery, but the American farmer is not 
getting the full benefit of the better quality of grain he is producing because 
our grain standards have these tolerances. * * * 

Mr. Freeman states further that the Canadian Wheat Board re- 
views the Canadian grain standards each year to make such changes 
as are indicated by the quality of grain being produced by the farm- 
ers. Mr. Freeman stated that Canadian grain can be merchandised 
anywhere and as a result the Canadians are “far outstripping us in 
export business.” 

Mr. Freeman advised the committee that the United States grain 
standards required major revisions in all respects. He said that 
standards should be established which permit less tolerance to more 
adequately represent the grain that the farmer is currently produc- 
ing. Other trade sources have made similar statements. 

The following is a tabulation of the grain standards established by 
the Secretary of Agriculture and the date on which they were last 
revised : 


Grain : Date effective 
a Be ee aaa erttiaembig newsmen Aug. 2, 1954 
Neen ne eee eee eee eee eee nate Jan. 20, 1937 
a dal cn sing July 1, 1956 
Rabo TNR EE as SE a SR  eeeenk June 1, 1947 
Feed oats and mixed feed oats._..............--.-_-.~---.. July 1, 1935 
iat. diidies. end thdtileesleien~abuiindnsa«dune—edeone- July 1, 1951 
Gusin songhume and flaxseed... ons nc-nionnns os soue ae July 1, 1935 
ih Ei a le gs bil ds eed eniglp bias eee Sept. 1, 1955 
NE I ite tee deinen bibbad batt «aeien teas July 1, 1935 


Mr. B. W. Whitlock, Direetor, Grain Division, AMS, advised that 
in addition to the recent revisions in standards for barley and soy- 
beans, his office is currently reviewing United States wheat standards. 
Also, initial plans have been made to collect and study grading data 
on grain sorghums to determine if changes in these standards should 
be made. Studies of the official standards for corn, oats, rye, and 
flaxseed will be started within the next year or two to determine 
whether they should be revised. 

Mr. Whitlock acknowledged that there had been no major changes 
in the wheat standards since 1937. He said the most recent change, 
effective August 2, 1954, pertained only to smut dockage for wheat 
grown in the Pacific Northwest. 

In 1917 the Department established wheat standards of rather high 
quality but after 1 year it liberalized requirements with respect to 
moisture, test weight, dockage, damaged kernels, foreign matter, and 
wheat of other classes. Except for setting up limits for cracked or 
broken kernels, most of the changes since 1917 had been to liberalize 
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the standards for wheat. In recent years, most of the changes sug- 
gested to the Department would have the effect of tightening the 
wheat standards. 

Mr. Whitlock said that since the war years an increasing number 
of complaints concerning the quality of United States wheat have 
been received from both European and domestic processors of wheat. 
On May 4, 1955, the Department of Agriculture announced initial 
plans for a comprehensive review of wheat standards. Since that 
time conferences have been held with producers, processors, storers, 
and others interested in production and marketing of wheat. Mr. 
Whitlock said that the farm bureaus and processors were in favor of 
revised grain standards whereas coops and terminal elevators gen- 
erally were opposed to most of the suggested changes. 

As a result of the studies conducted by AMS “and the conferences 
held with the members of the trade, AMS determined that further 
consideration should be given to tightening the wheat standards. 

The recommended changes were published i in the Federal Register 
on December 1, 1956. 

Thereafter public hearings were attended by all segments of the 
grain trade and a voluminous record of testimony was obtained con- 
cerning the pros and cons for revision of the standards. 

On February 8, 1957, Mr. Whitlock’s office recommended that 6 of 
the suggested 11 revisions be officially adopted. This recommenda- 
tion by his office will be reviewed by the General Counsel’s Office and 
other officials of AMS and CSS. Mr. Whitlock said he did not feel 
he should reveal the specific recommendations made by his office be- 
cause they are tentative in nature. He said when the revised stand- 
ards are approved by the Department of Agriculture they will be 
published m the Federal Register and will become effective 90 days 
thereafter. 


©. QUALITY OF UNTTED STATES EXPORTS 


In March 1954, three agricultural trade missions, appoimted by the 
Secretary of Agriculture, visited 35 foreign countries to discuss prob- 
lems relating to the export and import trade with these countries. 

The report issued by these trade missions indicated that they had 
received complaints about the quality and grades of United States 
agricultural products. Mr. Gwynn Garnett, Administrator, Foreign 
Agricultural Service (FAS), said while the reports issued by the trade 
missions did not indicate specifically the nature of the complaints re- 
ceived, he knows from oral discussions with members of the trade mis- 
sions that complaints were received that United States wheat con- 
tained other varieties to the extent permitted by the grain standards. 
He said it was a matter of record that in 1954 Switzerland discon- 
tinued purchases of United States wheat based on grades because of 
dissatisfaction with quality and has made subsequent. purchases only 
on the basis of samples. 

During 1954, Mr. Earl Corey, Grain Marketing Specialist, FAS, 
made a survey of the potential market for United States grain in 
Europe. Mr. Corey received complaints from European importers 
that United States wheat just meets the requirement of the Ey ical 
grade and that the United States grain standards permit the ad- 
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mixture of different varieties of wheat and foreign material that was 
not present when the wheat left the farm. 

r. Garnett said in order to investigate the validity of the com- 
plaints reported to the trade missions and to Mr. Corey, FAS, made 
a survey extending over 2 years, 1954-55 and 1955-56, to determine 
the quality of wheat exported to European markets. This survey 
demonstrated that the wheat exported was somewhat better than the 
average of the tolerances permitted by the grades under which the 
what was purchased. 

During the fall of 1956, Mr. Frank C. Daniels, General Sales Man- 
ager, CSS, visited 11 importing countries in Europe and he too re- 
ceived complaints that the quality of American farm products did 
not measure up to those of competing nations. He said Austrian flour 
mills complained about the quality of some imports of Dark North- 
ern Spring wheat. Samples sent to the Department of Agriculture 
bear out the complaints to.some extent. Mr. Daniels also received 
complaints that United States soybeans and flaxseed contained more 
dockage and foreign material than soybeans and flaxseed imported 
from other countries. 


D. PROHIBITION AGAINST MIXING DIFFERENT GRADES OF GRAIN 


Section 16 of the United States Warehouse Act states as follows, 
with respect to mixing of grain: 


That every warehouseman conducting a warehouse licensed under this Act 
shall keep the agricultural products therein of one depositor so far separate from 
agricultural products of other depositors, and from other agricultural products 
of the same depositor for which a separate receipt has been issued, as to permit 
at all times the identification and redelivery of the agricultural products de- 
posited; but if authorized by agreement or by custom, a warehouseman may 
mingle fungible agricultural products with other agricultural products of the 
same kind and grade, and shall be severally liable to each depositor for the care 
and redelivery of his share of such mass, to the same extent and under the same 
circumstances as if the agricultural products had been kept separate, but he 
shall at no time while they are in his custody mix fungible agricultural products 
of different grades. 

Regulation 102.50 states, with respect to mixing different grades of 
grain: 

A warehouseman may not mix lots of different grades of grain stored or 
received for storage except when the identity of the grain to be stored is to be 
preserved or when a depositor surrenders receipts covering two or more lots 
and requests the warehouseman to deliver the amount of grain represented by 
the canceled receipts in such a manner that they will’ become one lot. The 
balance, if any, of grain resulting from this operation, after weighing and 
inspecting, is to be stored with grain of like grade or its identity preserved. 

Section 25 of the act provides that the Secretary of Agriculture, or 
his designated representative, may, after opportunity for hearing has 
been afforded to the licensee, suspend or revoke any license for any 
violation of or failure to comply with any provision of the act or the 
rules and regulations made thereunder. 


E. ALLEGATIONS CONCERNING MIXING 


The FTC and others have contended that warehousemen acting in 
the dual capacity of merchandisers of grain on their own account and 
operators of public storage regular for delivery on futures have mixed 
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grades of grain to their advantage and to the detriment of other 
storers of grain. 

Mr. Lee Freeman, previously identified, stated that grain deliver- 
able on futures contracts is polluted by mixing different classes and 

rades of grain within the tolerances permitted under the United 
States grain standards. Grade No. 2 wheat which is the contract 
grade at Chicago can have 10 percent admixture of wheat of other 
classes. Warehouses usually mix to this and other tolerances with 
the result there are few deliveries on futures contracts and futures 
prices are therefore determined by the value of the bottom of the 
deliverable grade. Mr. Freeman asserted this results in the farmer 
receiving less for his country grain even though it is much better 
quality. 

Mr. William E. Henry, manager, grain department, Corn Pro- 
ducts Refining Co., Board of Trade Building, Chicago, LIll., said 
the present standards and tolerances within grades permit too much 
blending by warehousemen. If possible, warehousemen will blend 
grain so that only the “skin of the grade” is delivered on futures 
contracts. Such grain is not acceptable to processors and therefore 
the threat of the delivery of this grain has a direct effect on the 
price of the futures. Mr. Henry said that the price the farmer ob- 
tains for his crop is usually related to the near-month future. It 
was his opinion, therefore, that unrealistic standards which permit 
too much blending probably adversely affects the price received by the 
farmer. 

Mr. Henry said that Corn Products Refining Co., does not accept 
deliveries on corn futures contracts because the grade deliverable is 
not suitable for processing. Another factor besides blending which 
makes corn received on futures unacceptable is the fact that such 
corn is usually kiln dried. He said kiln-dried corn is dried at such 
a high temperature that it cannot be processed satisfactorily. 

Mr. Robert W. Buckley, grain broker, Board of Trade Building, 
Chicago, Ill., advised this staff that he had been a grain broker in 
Chicago for approximately 50 years. He said the principal evil 
existing in the grain business today is the basic one of lax and 
inefficient grain standards. He stated that under the present grain 
standards, warehousemen are able to mix different grains, grades 
of grain, and foreign material to such an extent that the grain de- 
livered under futures contracts is the “skin of the grade” and there- 
fore is unmerchantable. 

A difference of opinion exists as to whether the tightening of 
standards and resulting rise in futures prices would raise the cash 
price to the producer. Messrs. Mehl and Freeman claim that the 
price paid the farmer is based on a nearby future and an increase 
in the future price because of tighter grades would benefit the 
farmer. 

CEA officials advised the staff that the price received by the 
farmer for country grain probably does bear a direct relationship 
to the price of the futures. If futures are depressed or manipulated 
the price of country grain probably would be depressed, though not 
necessarily to the same degree. 

CEA, however, expressed the opinion that while country grain is 
sold on the basis of the price of a future it normally commands a 
premium because the quality of country grain is superior to that de- 
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liverable under the future. If the standard for grain deliverable on 
futures contracts was raised, the price of the future would, no doubt, 
increase but the premiums received by the farmer would probably 
be reduced or eliminated. Therefore the fact that the price of the 
futures contract may be based on the bottom of the deliverable grade 
probably has little effect upon the price received by the farmer. 

Dr. Dorau and Mr. Saxon take the position that the futures and 

cash markets are separate and do not normally affect each other. 

Mr. McClintock acknowledged that blending of oats and rye was 
practiced in the past and as a result thereof minimum grade oats and 
rye were delivered on futures contracts; however, he said the rye 

standards have been revised to preclude the blending of rye. He 
said warehousemen do not blend to the “skin of the grade” “when 
delivering wheat and corn because these two grains have improved 
to the extent that they usually do not permit such blending. When 
his company has taken delivery on corn or wheat futures, the grain 
received has been above the average of the deliverable grade. 

Mr. Liebenow did not concur with the allegation that because of 
blending regular warehouses delivered the “skin of the grade.” He 
stated that apparently speculators want something for nothing and 
said if the warehouseman who is in the merchandising business could 
make a profit by merchandising the grain rather than by making a 
delivery on a futures contracts, he would do so. Mr. Liebenow 
further stated that the futures market is not intended to be a medium 
for the accumulation of inventories. Rather, it is supposed to be an 
insurance medium to be used to hedge future commitments to buy or 
deliver grain. 

The Warehouse Act branch furnished the following statement con- 
cerning the problem of enforcing the prohibition against mixing of 
grains. It is noted that the branch does not question that mixing 
is a common practice but states that it would be difficult, if not im- 
possible, to ascertain whether such mixing is unlawful. 

As in all other matters related to enforcement of the act and regulations, exam- 
iners seek to obtain compliance. The purpose of the act and regulations and of 
examination is to protect the interests of all depositors and holders of ware- 
house receipts and to that end detect and identify any practices inimical to 
sound warehousing, any violations of the act and regulations, any conditions that 
tend to weaken or destroy the integrity of warehouse receipts or impair the ware- 
houseman’s ability to discharge all of his legal obligations arising from ware- 
housing operations. These cover a wide range of subject matter, a number of 
separate but interrelated conditions and activities, of which the prohibition 
against mixing is one. 

One of the questions to be answered by examiners in each report is, “Is there 
any evidence of improper handling, adulterating, or unlawfui mixing of grain? 

'Yes (] No.” 

Pxaminers advise warehousemen concerning requirements for segregating 
stored grain by grade and maintaining stocks of grain adequate to satisfy all 
outstanding receipts and obligations for which receipts are to be issued in ac- 
cordance with the terms of the storage contract as it is stated in the receipt 
to deliver the “same grain or grain of the same or better grade.” Examiners 
explain the limits within which mixing can be accomplished legally, in aceord 
ance with opinions issued by Department counsel. They caution warehouseme! 
that violation of the mixing provisions leads to inability to meet other essential 
requirements, such as inability to deliver grain according to grade. 

Examiners caution warehousemen that unlawful mixing leads to possible 
charges of conversion or unlawful removal, which are criminal offenses and 
for which the act provides substantial penalties. 

The consequences of unlawful mixing are somewhat more readily discernible 
than the act of mixing itself. Mixing is an internal operation. Since the ware- 
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houseman’s grain is commingled with grain belonging to others, an examiner 
not only must observe the act of mixing in order to obtain evidence; he must 
also be in possession of all records of ownership as of that moment to prove 
that grain belonging to a depositor who has not requested or consented to the 
use of his grain for that purpose has actually been used in the mixture. As 
with a broken egg, it is impossible to reconstruct the exact original condition 
at a later date. 

We have no reason to question the impression gained by the investigating staff 
that mixing is a rather common practice in the handling and merchandising of 
grain. To what extent this may constitute unlawful mixing would be difficult, if 
not impossible, to determine. 

The opportunity to obtain evidence does not present itself very often. In one 
ease, where proof was obtained, the depositor of grain unlawfully used settled 
the matter by selling a large quantity of grain to the warehouseman at the 
highest market price between the date of deposit and the date of unlawful use, 
and allowed no storage or handling charges. The warehouseman had an 
alternative of facing a charge of conversion. In another case, involving prov- 
able admixture of screenings into sound grain, the license was suspended and 
later revoked. 

Considerable restraint to the practice of mixing is exercised automatically by 
the grain standards. A warehousman must operate within reasonably safe 
limits to avoid the risk of lowering the grade of good grain and suffering sub- 
stantial monetary loss in the process. Agents charged with enforcement of 
pure food and drug standards are also on the lookout for adulteration of grain, 
and condemnation of grain by that agency results in severe financial loss. 

We believe that section 16 and regulation 102.50 are provisions tending to 
safeguard the interests of depositors of bulk grain, although to make certain 
that no violations occur it would be necessary to police each licensed grain 
warehouse continuously. That is manifestly impracticable. Considering the 
volume of grain which has been handled and stored in federally licensed ware- 
houses, running to many billions of bushels over the years, and the small number 
of specific complaints based on mixing, we believe the record of performance is 
generally acceptable. 

It is not difficult to develop a theme condemning the practice of mixing, but 
it is quite a difficult matter to prove in individual examples that a warehouseman 
has not satisfied his legal obligation or that injury has been sustained by anyone 
as a result of mixing. 

The Department recognizes that bulk handling and storage of grain is an 
economic necessity. The alternative, sacking or otherwise packaging or actually 
preserving the identity of each lot of grain delivered to warehouses by producers 
is no longer feasible. Where followed in the past, as it was for many years in 
some sections of the country, the practice of handling and storing in sacks has 
given way to much more rapid and economical bulk handling and storage. 

The number of individual grades which a warehouseman may be called upon 
to handle and store is almost incalculable. Grades are based on kind, class, 
subclass, numerical and sample grades, and special grades such as tough wheat, 
smutty wheat (divided into light smutty and smutty), garlicky wheat (divided 
into light garlicky and garlicky), weevily wheat, ergoty wheat, treated wheat. 
There are special grades for grains other than wheat. These criteria for grad- 
ing, and hundreds of possible combinations deriving therefrom are designed to 
express shades of value or usefulness, and constitute the chief basis of trading. 
Some of the grades represent premium qualities, such as medium heavy, heavy, 
and extra heavy oats, all of which may otherwise be No. 1, or some other numeri- 
eal grade, bright or otherwise and of the class white, red, gray, black, or mixed 
oats. Some of the grades represent discount factors such as tough, smutty, 
garlicky, ete. 

The problem of bulk storage and handling without any commingling of grades 
is thus complicated exceedingly by the sheer number of possible grades. At the 
same time, the grade of any lot of grain can undergo changes both from natural 
improvement or deterioration and artificial processes, such as drying or cleaning 
or merely from handling for conditioning purposes. The system of bulk han- 
dling creates many problems, but it would be pointless to argue that it does not 
also present opportunities for improving the grade of grain which carries dis- 
count factors by skillful mixing or blending with other grain in which those 
particular discount factors are not present. 

The Department constantly reviews its grain-grading problems, partly with 
a view to meeting the needs of the industry. Some degree of latitude within 
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individual grades is permitted to facilitate marketing of the grain growers’ 
product and prevent heavy discounts for relatively minor shadings of quality. 

To summarize, the purpose of the prohibition against mixing is to create the 
assurance that the warehouseman will at all times be in a position to deliver 
grain of the kind, class, and of the same or a better grade to satisfy all out- 
standing warehouse receipts and other storage obligations. While, as pointed 
out above, we are unable to keep examiners at an elevator at all times to detect 
acts of illegal mixing, examinations we do perform reflect a warehouseman’s 
ability to meet his storage obligations at that time. Results of mixing which 
would prevent the warehouseman from delivering grain to satisfy his storage 
obligations can be detected. 


F. GRAIN-HANDLING PRACTICES ON 'THE EAST COAST 


Mr. W. H. Duggan, Director, Compliance and Investigation Divi- 
sion, advised that in 1954 ¢ ‘ompliance e and Investigation ‘Mnitiated in- 
vestigations of the operations of port elevators pursuant to a recom- 
mendation of the Senate Committee on Agriculture and Forestry. 
These investigations were made, among other reasons, to determine if 
port elevators were mixing low-gr ade grain with other grain in the 
elevators and to determine whether Kederal supervision of grain 
inspectors and Federal inspection of grain was adequate. 

Mr. Duggan advised that investigations were initiated at one or 
more elevators located at the following ports: Boston, Mass.; New 
York, N. Y.; Houston and Port Arthur, Tex.; New Orleans, La.; 
San Francisco, Calif.; Astoria and Portland, Oreg.; Longview, 
Seattle, Tacoma, and Vancouver, Wash. ; Norfolk, Va. ; Phil: adeiphia, 
Pa.; Portland, Maine; and Mobile, Ala. 

Mr. Duggan said all the above investigations have been completed 
except for the investigations of elevators located at Astoria and Port- 
land, Oreg., and Longvi iew, Wash. Mr. Duggan said while the in- 
vestigations indicate that mixing took place at some of the other ele- 

vators, it is his opinion that the investigations of the elevators at 
Baltimore and Philadelphia were outstanding examples of mixing. 

Mr. Duggan said copies of all reports issued 1n connection with these 
investigations have been furnished to the Senate Agriculture and 
Forestry Committee. Compliance and Investigation has never con- 
ducted any similar investigation of terminals located inland, such as 
at Chicago, Kansas City, or Minneapolis. 

‘There have been no Federal criminal prosecutions to date as a result 
of any of these investigations. 

The staff reviewed the investigative reports of port elevators lo- 
cated at Boston, New York, Philadelphia, and Baitimore. ‘The re- 
ports covering elevators located at Boston and New York failed to 
indicate any irregularities. The reports on elevators located at Balti- 
more and Philadelphia reflected that the elevators at these two ports 
engaged in extensive mixing. There will be set forth below informa- 
tion contained in these reports that is pertinent to this survey. 


1. Grain handling practices, Baltimore, Md. 


During 1955 Compliance and Investigation conducted an investiga- 
tion of grain handling practices at the three public export elevators 
at the port of Baltimore, Md. These elevators, which are separately 
owned by the Baltimore & Ohio Railroad, Pennsylvania Railroad, and 
Western Maryland Railway, are operated under railroad tariffs rather 
than under the uniform grain-storage agreement (UGSA). Under 
railroad tariffs terminals are responsible only for the delivery of the 


-—_ —_— 








129 


numerical grade received, whereas under the UGSA, terminals are 
responsible for quality within grade to. the extent that quality is a 
price factor. 

The staff has been informed, however, that at times warehousemen 
operating under the UGSA do not show all grading factors on ware- 
house receipts. Rather they show only that grading factor which 
reflects the lowest grade. When other factors are not shown, it affords 
warehousemen an opportunity to mix or blend to the limit of the toler- 
ances of the particular grade. 

Mr. B. W. Whitlock, Director, Grain Division, AMS, confirmed the 
fact. that. inspectors are required to show only the one grading factor 
which reflects the lowest grade when grain is inspected for domestic 
use. Inspectors may at their option show more than one grading 
factor. When grain is inspected for export, inspectors are required 
to show only the numerical grade. Mr. Whitlock said that in the past 
the practice of showing only one grading factor on domestic inspec- 
tion was rather widespread but he said there is a growing tendency at 
the present time to show more grading factors. 

Mr. Whitlock said mixing and blending has been going on for 
many years and takes place just as much at interior elevators as it 
does at port elevators. 

Inspection of grain at the port of Baltimore is conducted by feder- 
ally licensed inspectors employed by the Baltimore Chamber of Com- 
merece. The work of these inspectors is supervised by the Grain 
Division, AMS, Baltimore. 

The reports indicate that the Baltimore Chamber of Commerce in 
1955 and prior thereto was dominated and controlled by J. G. Oehrl 
(now deceased), chairman of the executive committee, Baltimore 
Chamber of Commerce, and W. LeRoy Snyder, chairman of the grain 
committee. Oehrl, at the time of the investigation, was manager of 
Tidewater Grain Co., which company acted as CCC forwarding 
agent. W. LeRoy Snyder was employed by Hammond, Snyder and 
Co., Inc., a forwarding firm. 

The investigations at Baltimore all mdicated that CCC neither 
sought not obtained the full blending potential of the high quality 
stocks of grain it shipped to the three elevators. 

The C. and I. report on the Baltimore & Ohio Railroad grain ele- 
vator indicated that Tidewater Grain Co. had utilized for itself, and 
for two other firms for which it acted as forwarders, the high blend- 
ing potential of the CCC stocks in its merchandising transactions. 
These firms were the States Grain Co. and the Erie Grain Elevator 
Corp. 

The report on the Pennsylvania Railroad grain elevator set forth 
the following information obtained from interviews with members 
of the trade, officials of the Baltimore Chamber of Commerce grain 
inspection-weighing department, members of the staff of the Grain 
Division, AMS, and elevator officials: 

Grain stored at railroad-operated export elevators is usually received and 
stored under published Interstate Commerce Commission tariffs rather than 
uniform grain storage agreements. At export elevators grain is seldom stored 
on an identity preserved basis by either the trade or CCC, although tariffs do 
provide for receipt and storage of grain on an identiy preserved basis upon the 
request of the owner, space permitting. 

Unless grain is stored on an identity preserved basis, the elevator is only 
required to deliver out grain of a like class and grade. As a practical matter, 
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shippers usually move in grain of various grades that will mix or blend out to a 
desired grade. Normally each depositor’s grain is expected to stand on its own. 
That is, his holdings must be balanced and should contain the proper propor- 
tions of grain of the higher and lower grades to permit a blend which will 
profess an admixture to meet the minimum requirements for the grade ordered 
out. 

Blending of grain in an elevator so as to improve the grades is a legitimate 
function of an elevator and it is a service generally expected and demanded by 
the trade. The elevators are constantly on the alert to protect and, whenever 
possible, to improve the grades of stocks on hand both for their own protection 
and for the benefit of the depositors. In mixing or blending grain for out- 
delivery, the elevators usually make every effort to deliver a blend, factor for 
factor, which meets the minimum requirements for the grade ordered out. 

Although CCC usually brings in a large percentage of better than minimum 
No. 1 and No. 2 grade grain with excellent blending potentialities and rela- 
tively little lower grade grain, shipments for the account of CCC are usually 
mixed or blended out in the same manner as those made for the trade. That 
is, the proper proportion of No. 1 and No. 2 grade grain is blended with the 
proper proportion of grain of lower grades to produce a blend which will 
meet the minimum requirements for the grade ordered out, which is usually 
grade No, 2. 

Werehouse receipts must be canceled against each shipment to the extent 
of the quantity of grain used to make the shipment. In general the cancellation 
of warehouse receipts on an overall basis would normally represent the approxi- 
mate quantities of each grade used to make the shipments in order to keep 
the elevator stocks and obligations in balance, but because of the overall high 
quality of the CCC stocks, cancellations of warehouse receipts representing a 
greater percentage of grades No. 1 and No. 2 grain are usually made against 
each CCC shipment than is required or justified by the grades of grain actually 
blended or mixed to make the shipments. If grain of the higher quality shipped 
in by CCC, which is better than the minimum of the official standards on a 
grade basis, was used on all out-deliveries for the account of CCC, it would 
not benefit COC because most of the deliveries made for its account are to 
commercial accounts for export in regular commercial channels. 

The blending potential of CCC’s high-quality stocks for which CCC does not 
take full advantage are either used to offset deterioration of the general stocks of 
each elevator or to improve the stocks of the other depositors, 


With regard to the above statement that CCC does not take ad- 
vantage of the blending potential of its high quality stocks, the staff 
notes that effective February 18, 1957, CCC offered for export No. 3 
and No.4corn. Prior to this date CCC sold No, 3 and No. 4 corn for 
domestic use only. CSS officials indicated that No. 3 and No. 4 corn 
was offered for export sale in an effort to bolster sagging domestic corn 

rices. 
s The C. and I. report on the Pennsylvania Railroad grain elevator 
contained the following information : 


During the period, December 22-31, 1954, a total of 257,000 bushels of yellow 
corn was loaded aboard the motor vessel Gus M at the Pennsylvnnia Railroad 
grain elevator by Tidewater Grain Co. for the account of States Grain Co. and 
Brie Grain Elevator Corp. and was graded as No. 2 yellow corn by Licensed In- 
spector Flair as evidenced by inspection certificates, Nos. 44173 to 44197, inclusive. 
No part of this. cargo was federally supervised as a grain inspection supervisor 
was not available due to appeal work, etc. 

During the period December 28-31, 1954, a total of 389,100 bushels of yellow 
eorn was loaded aboard the steamship Vori at the Pennsylvania Railroad grain 
elevator. This corn was graded as No. 2 yellow corn by Licensed Grain Inspector 
Cavanaugh. This entire cargo was federally supervised. 

Both the motor vessel Gus M and the steamship Vori encountered difficulties 
at sea and both were required to return to ports in the United States. The 
steamship Vori discharged its cargo at the Western Maryland Railway grain 
elevator at Baltimore on January 27, 1955. Upon inbound inspection at the 
Western Maryland grain elevator the cargo was found to be grade No. 2 yellow 
corn. The motor vessel Gus M started to discharge its cargo at the port of New 
York. After having discharged the grain in one tank, the licensed grain inspector 
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reported it as grade No. 5 corn on the foreign material and heat damage factor 
and unloading was temporarily halted. The balance of the cargo was inspected 
and graded by the office of the district grain inspection supervisor at the port of 
New York and portions of the cargo as hereinafter set forth were found to be corn 
of grades No. 3 or less on the foreign material factor as follows: 


“Location Quantity — ma- Grade 
terial factor 
Bushels Percent 

No. 1 starboard summer tank ......-..........---..---.-. 5, 240 6.1 | No. 5. 

LE BEE RED TEE... 8 datncuncapimebeonesttactoans 9, 960 7.8 | Sample grade. 
pe OO A aed aa) Se LS 23, 960 4.7 | No. 4, 
I a 24, 080 3.2 | No. 3. 
DML 2.) cok 1s oh lahadethebcsencencussas 24, 040 3.2 Do. 
Des WUNES OR. i he i a 24, 080 3.7 Do. 
wy oO SE ea ae ae er ee 24, 080 3.7 De. 
Pome 6 peeeGertee chicekt bili heel ket 23, 960 6.0 | No. 5. 
RR PT Ee rr 22, 437 6.6 Do. 

Penn. bbb bo Sidi esha his eee. 198, G57 Fij. ics. 





By letter dated May 19, 1955, which was addressed to Flair, Roy W. Len- 
nartson, Deputy Administrator, AMS, charged that Flair carelessly and know- 
ingly graded improperly a certain quantity of 257,000 bushels of corn. Flair 
was afforded a hearing at Baltimore, Md., on June 28, 1955, and by letter dated 
July 27, 1955, he was notified that his license to inspect and grade grain and 
to certify the grades thereof under the act was being suspended effective 
August 1, 1955, for a period of 1 month. 


Mr. Wellington S. Davis advised C. and I. as follows with respect 
to the effectiveness of the suspension of Flair: 


While the suspension may have some slight salutary effect on the inspection 
service at the Pennsylvania Railroad grain elevator, the suspension is not a 
very effective instrument at the port of Baltimore because the suspended in- 
spector will continue to work at the elevator as an employee of the Baltimore 
Chamber of Commerce and draw full salary. 

There is no question in his mind with respect to the willful intent to mis- 
grade the corn loaded aboard the motor vessel Gus M which was not federally 
supervised because the corn loaded aboard the steamship Vori, which was being 
loaded during the same period and which was federally supervised, met the con- 
tract grade when later unloaded. 

During the hearing the Baltimore Chamber of Commerce officials sought to 
establish that the grain cracked up while dropping into the tanks and further 
that an inspection several months later was not a sound basis for a charge 
of misgrading. 

The corn loaded aboard the steamship Vori did not crack up sufficiently to 
ehange the foreign material and cracked corn factor or grade. Further the 
foreign material and cracked corn factor would not be affected by being in dead 
storage for several months. 


The C. and I. report on the Western Maryland Railway Co. grain 
elevator contained the following comments with respect to blending: 


Grain merchants availed themselves of the maximum blending possibilities 
of all stocks which they deposited in the warehouse and indirectly got similar 
benefits from the stocks of CCC since CCC neither sought nor obtained the full 
blending potentials of its own high-quality stocks. As against a series of ship 
ments of No. 2 grade corn for the accounts of both CCC and the trade, the ware- 
house canceled CCC receipts representing 88.70 percent of grades No. 1 and No. 2 
corn and trade receipts for only 59.66 percent of grades No. 1 and No. 2 corn. 
Comparison of grading factors on about 1144 million bushels of corn deposited 
in the elevator by CCO with the factors on outbound CCC shipments during 
the same period disclosed that while the in and out grades were substantially 
the same the quality of the inbound CCC stocks was superior to the outbound 
with respect to moisture (1.4 percent), test weight (2.4 pounds per bushel) 
and foreign material and cracked corn (0.3 percent). 
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_ As a result of interviews with representatives of AMS, licensed 
grain inspectors and members of the trade, ©, and I. developed the 
following information with respect to export sales: 


Substantially all export sales of grain are made.on grade. On export ship- 
ments, the usual contract grade for corn is No. 2. Few foreign buyers are 
willing to pay a bonus for No. 1 grade corn or for top quality No. 2 grade. Be- 
cause the grain business is highly competitive, forwarders, and shippers attempt 
to acquire stocks of various grades which, when blended together, will produce 
an admixture that will just meet the minimum requirements for the contract 
grade. They are always seeking to utilize as much grain of the lower grade, 
which can be purchased at discounts, as possible, because the more grain of 
lower grades that can be utilized, the better their position with respect to the 
price quotations. 

Mr. Clement. T. Heaney, grain inspection supervisor, Baltimore 
district office, Grain Division, AMS, advised Compliance and In- 
vestigation Division that the Pennsylvania Railroad grain elevator 
brings in a greater percentage of the lower grades of grain than the 
other elevators at the port and exports as high or a higher percentage 

: : ; ; 
of Nos. 1 and 2 grades of grain. In this regard, the Compliance and 
Investigation Division report attributed the following information to 
Mr. Heaney: 

He recalls that on many occasions, their inbound stocks on an overall basis 
were inadequate qualitywise to obtain the quantity of Nos. 1 and 2 grain 
which they subsequently exported. On such occasions, in his opinion, some of 
the non-Federal supervised shipments were nonuniformly loaded in order to move 
out large quantities of the lower grades. 

He recalls that during the first quarter of 1955, Erie Grain Bilevator Corp. 
moved several hundred car lots of corn which graded Nos. 4 and 5 grades be- 
cause of hedt damage and foreign material into the elevator. This corn was 
subsequently exported as grade No. 2 for Erie Grain Elevator Corp. The 
character of heat damage is such that it cannot be removed by processing. Heat 
damaged corn can only be improved by blending. It would appear that the 
licensed grain inspectors either blended the heat damaged corn into large 
quantities of stocks of others or nonuniformly loaded some export vessels which 
were not federally supervised or a combination of both. 

The elevator engages in night and weekend loadings to a larger extent than 
the other export elevators. This seems to happen frequently when the stocks 
of grain in the elevator are not of the quality necessary to meet the usual con- 
tract grades and is done on some occasions, in his opinion, for the sole purpose 
of avoiding Federal supervision during periods when they desire to move out 
large quantities of the lower grades. 

Compliance and Inyestigation Division determined from the records 
of the Grain Division district office, AMS, Baltimore that only about 
25 percent of the total export. shipments were supervised. 

Mr. Wellington S. Davis, district grain inspection supervisor, ad- 
vised Compliance and Investigation Division that the coverage of such 
a small percentage of export shipments is adequate to afford only 
minimum assurance that the official standards and regulations are 
being correctly and arama applied. Mr. Davis expressed the 
opinion that it would be advisable to supervise a greater percentage of 
the export grain. 

Mr. Heaney also expressed the opinion to Compliance and Investi- 
gation Division that inspection of export shipments was inadequate. 
He was of the opinion that it would be necessary to supervise all ex- 
port shipments to assure compliance with the official grain standards. 

Mr. Whitlock advised this staff that 1t was his opinion that the per- 
centage of federally supervised exports of grain should be between 
20 to 25 percent. He said the percentage for individual ports would 
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depend upon the personal relationship and the working arrangements 
with the various local inspection departments. 

Mr. Whitlock furnished a tabulation reflecting the percentage by 
volume of federally supervised inspections of export shipments of 
wheat, corn, barley, and soybeans from various ports during fiscal year 
ended June 30, 1956. This tabulation reflected that there were five 
ports at which the percentage of federally supervised exports of wheat 
was less than 20 percent. For corn and barley there were respectively 
3 ports and 5 ports at which the percentage of federally supervised 
exports was less than 20 percent. 

The tabulation indicated that at the port of Baltimore the percent- 
age of Srewie | dim width exports of wheat, corn, and barley were 
12.8 percent, 13 9 percent, and 12.9 percent, respectively. It will be 
noted that during the Compliance and Investigation Division investi- 
gation it was determined that federa Ily supervised inspections at 
Baltimore amounted to about 25 percent and that personnel of the 
AMS office at Baltimore expressed the opinion that this percentage 
was too low. 

The staff also desires to point out that the percentage of wheat 
exports from New Orleans that were federally supervised was only 
3.3, and the corresponding figure for wheat exports from Mobile, 
Ala., was eight-tenths percent. 

Mr. Whitlock said he was surprised that the percentage of federally 
supervised exports was so low at several ports. He stated that the 
fact that there was a heavy movement of soybeans through these ports 
probably attributed to the low percentage of Federal supervision for 
other grains. Mr. Whitlock explained that nearly all exports of 
soybeans were 100 percent federally supervised on appeal of the im- 
porters. This prevented his men from devoting as much time as they 
should to inspection of other grains. 

2. Grain handling practices, Philadelphia, Pa. 

During 1954 Compliance and Investigation Division conducted an 
investigation of John H. Frazier, former chief grain inspector, Com- 
mercial Exchange, at Philadelphia, and P. R. Markley, Inc., Phil- 
adelphia, grain merchants. 

The investigation concerned allegations that Frazier was constantly 
seeking to improperly benefit P. R. Markley, Inc., to the detriment of 
CCC and others. It was further alleged that Frazier either issued or 
caused the issuance of false inspection certificates for the benefit of 
P. R. Markley, Inc. 

The Compliance and Investigation Division indicated that the Com- 
mercial Exchange of Philadelphia is an association of members rep- 
resenting firms engaged in the transporting, warehousing, financing, 
and exporting of grain and other agricultural commodities, as well 
as persons and firms engaged as brokers and traders in these commodi- 
ties. John H. Frazier, duri ing the period 1926 through May 1952 have 
been employed as chief grain inspector and managing director of the 
Commercial Exchange of Philadelphia. During the period of this 
employment, Frazier ‘held a license issued by the Department of Agri- 
culture which authorized him to inspect and grade grain under ‘the 
United States Grain Standards Act. As chief grain inspec tor, Frazier 
supervised the work of other federally licensed grain inspectors that 
were employed by the Commercial Exchange, of Philadelphia. 
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The Compliance and Investigation Division report. reflected that 
Raymond J. Barnes, president of Tidewater Grain Co., Inc., was presi- 
dent of the Commercial Exchange of Philadelphia from 1946 through 
1953. It also pointed out that John H. Frazier, Jr., son of the former 
chief grain inspector, was vice president of the Markley firm from 
1946 or 1947 and was president of it at the time of the Compliance and 
Investigation Division report. Another son, Eugene Frazier, also held 
a responsible position with the Markley firm. The staff noted that 
Tidewater Grain Co., P. R. Markley, Inc., and Parker Commission Co. 
jointly represented CCC as forwarding agents at Philadelphia with 
P. R. Markley, Inc,, acting as coordinator. 

The report stated that on April 15, 1952, 13 members of the ex- 
change’s inspection department filed a complaint against Frazier with 
the chairman of the grain committee of the exchange. Subsequent to 
the filing of this complaint and after Frazier failed in an attempt to 
have the inspectors withdraw the complaint, he resigned on April 25, 
1952. A summary of the inspectors’ complaint is as follows: 

(1) That Frazier was not properly performing the duties of chief grain 
inspector ; 

(2) That Frazier was biased and partial where the interests of Markley were 
concerned and was constantly seeking to improperly benefit that firm ; 

(3) That Frazier constantly attempted to improperly influence them in their 
daily work for the purpose of favoring or benefiting Markley ; 

(4) That Frazier either issued or caused the issuance of false and incorrect 
inspection certificates for the benefit of Markley ; 

(5) That Frazier kept the stocks of good quality No. 2 grade grain (which 
CCC had in storage in the two public export elevators) skimmed by permitting 
Markley to bring in large quantities of sample grade or low-grade grain for 
blending with the superior CCC stocks, thus permitting Markley to make ship- 
ments of No. 2 grade grain against the sample grade or low-grade grain which 
they brought into the elevators; and 

(6) That during the period beginning in October 1951, Frazier permitted 
Markley to cancel warehouse receipts for sample grade and low corn against 
shipments of No. 2 grade corn to such an extent and in such disproportionate 
amounts in relation to the corn actually used to make the various shipments, that 
the two public export elevators on many occasions did not have a sufficient 
quantity of grade No. 2 corn in stock to cover all of the outstanding warehouse 
receipts. 

The report stated that the grain inspectors, prior to filing their 
complaint, had also complained to the district supervisor, Grain Divi- 
sion, AMS, Philadelphia, and to the Chief of Field Operations, Grain 
Division, AMS, Chicago; however, no action was taken with respect 
to Frazier since AMS officials believed the matter was an exchange 
problem. 

The Compliance and Investigation Division investigation at the two 

ublic export elevators at Philadelphia; namely, the Reading Co. 
Port Richmond elevator and the Pennsylvania Railroad Girard Point 
elevator, showed that P. R. Markley, Inc., shipped substantially more 
high-grade corn than it brought into the elevators. 

Mr. Stephen E. Morris, chief grain inspector, who was formerly 
deputy chief grain inspector, and inspector in charge of the Girard 
Point elevator, and Mr. James S. Krajicek, inspector in charge at the 
Port Richmond elevator, furnished Compliance and Investigation 
Division with the following information : 

From about 1949 until he resigned, Frazier had been constantly asking for 


analyses of CCC stocks in the two public export elevators in order to determine 
the amount of off-grade grain that Markley could bring in to mix with it. 
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While blending of grain in an elevator to improve grades is generally a proper 
and legitimate function of the elevator, when it is performed under the supervi- 
sion of the chief grain inspector, it is not honest or proper for any one person or 
firm to reap the benefits of blending their inferior grain with the better stocks of 
the elevator. Bach firm’s grain is expected to stand on its own merits and each 
firm must move in sufficient high quality good grade grain for blending with 
their low quality poorer grade grain to justify the grade of the blend they ship 
out. 

The general trade usually maintains balanced stocks of grain in the elevators, 
that is, the proportions of good-grade and low-grade grain necessary to blend 
together for the desired delivery grade, which is usually grade No. 2 grain. 
CCC, however, usually moved in only the best quality grain and little if any 
low-quality grain. The maior portion of the CCC grain was high quality grade 
2 grain that had excellent blending possibilities. CCC only moved in a relatively 
small quantity of grade 3 and 4 grain and little if any grade 5 and Sample grade 
grain. 

Tnasmuch as the trade usually maintained balanced stocks in the elevators, 
little, if any, of Markley’s low grade poor quality grain could be carried off in 
this grain. Only the CCC stocks were therefore available as a carry off for 
Markley’s low-grade grain. 

At first Frazier was more or less moderate in permitting Markley to use CCC 
stocks as a carry off for Markley’s low-grade poor-quality grain. However, 
during the period from approximately October 1, 1951, to the date of his resigna- 
tion in May 1952, Frazier became completely unreasonable and permitted Mark- 
ley to bring in such large quantities of off-grade corn for blending with CCC’s 
excellent corn stocks, and also permitted Markley to ship such large quantities 
of No. 2 grade corn against their low-grade poor-quality receipts that the corn 
stocks in the two export elevators were at times insufficient by grade to cover 
all the outstanding warehouse receipts. 

Frazier not only insisted that shipments of No. 2 grade corn be made for 
Markley to such an extent that the warehouse receipts were unprotected by 
grade, but he even instructed and attempted to force them to “spike” (means to 
hide or bury poor quality grain in an other wise good shipment) export ship- 
ments in order to move out larger quantities of low-grade corn, most of which 
had been brought in by Markley. 

They were only able to resist these latter demands because Stanfield, the 
Federal grain inspection supervisor, kept men posted on each ship when they, 
without Frazier’s knowledge, informally asked him to do so. 

The use of CCC stocks by Markley was accomplished through the cancellation 
of warehouse receipts against shipments. For instance, on a Markley shipment 
of No. 2 grade corn, Frazier would permit Markley to cancel a far greater 
proportion of warehouse receipts for Sample grade or low-grade corn and a 
smaller proportion of warehouse receipts for No. 2 grade corn than the corn 
actually blended out to make the shipment warranted. On CCC shipments he 
always ordered a much heavier cancellation of warehouse receipts for No. 2 
grade corn than the corn actually blended to make the shipment required. 

As long as Frazier permitted Markley to cancel warehouse receipts for Sample 
grade or low-grade corn only to the extent of the Sample grade or low-grade 
corn actually used on CCC shipments, and against which warehouse receipts for 
No. 2 grade corn were canceled, the elevator stocks would remain in balance. 
This is the way he permitted Markley to benefit from the superior CCC stocks 
prior to October 1951. However, with respect to shipments of corn during the 
period from October 1951 to the date of his resignation, Frazier let Markley make 
No. 2 shipments against low-grade corn stocks to such an extent that the dis- 
proportionate cancellations on CCC shipments was not sufficient to keep the corn 
stocks of the elevator in balance, and as a consequence both of the elevators, at 
times, lacked sufficient grade No. 2 corn to cover all outstanding warehouse 
receipts. 


C. & I. reviewed records of the Port Richmond elevator, which ac- 
counted for all receipts of corn at the elevator, all processing and 
improvements made in grade at the elevator, and all Biliveien of corn 
made by the elevator during the period October 1, 1951, to December 
$1, 1952. C. & I. tabulated information from these records to show the 
quantity of corn available by grades for Markley, CCC, and all others, 
and compared the quantity available by grades with the quantity 
actually shipped by grades. 
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The following is a summary of this information : 


P. R. Markley, Ine. 








CORN AVAILABLE * CORN SHIPPED * 
Percent Percent 
Grade: of total | Grade: of total 
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11,566,050 bushels. 
2 650,021 bushels. 
8 769,925 bushels. 


4 765,316 bushels. 


The C. & I. papers contained the following comments with respect 
to the above tabulation: 


Krajicek expressed the opinion that Markley’s stocks of corn at the elevator 
did not remotely justify the quantity of grade No. 2 corn which they were per- 
mitted by Frazier to ship and that they were only able to make such shipments 
by keeping the good quality CCC corn skimmed to the minimum for the grade. 
Krajicek pointed out that CCC stocks were of such an excellent quality that they 
were not only entitled to delivery of 100 percent No. 2 grade cornu but could also 
have moved in tremendous quantities of low grade or Sample grade corn and 
still have been entitled to a 100 percent No. 2 grade corn delivery. 

Krajicek stated that an analysis of the grade factors of the corn brought in 
by Markley throughout the entire period would show beyond all doubt that they 
were not entitled to ship the quantity of grade No. 2 corn which Frazier per- 
mitted them to ship. 

With respect to corn shipped by all others, Krajicek said that in his opinion, 
the shipments were justified and in line with the stocks brought into the ele- 
vator. 


The C. & I. report also contained information obtained from li- 
censed grain inspectors which indicated that Frazier either issued 
or caused to be issued false grading certificates on behalf of P. R. 
Markley, Inc. The following are excerpts from the C. & I. report 
in this regard : 

James Krajicek advised that, during February and/or March 1952, P. R. 
Markley, Inc., sold a number of carload lots of bagged Red Winter wheat for 


export from country points for movement through the port of Philadelphia ; 
that Frazier advised him that all lots had been sold as “No. 2 Red Winter 
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wheat” and therefore had to be so graded; that most of these lots were actually 
“Light Garlicky No. 2 Red Winter wheat” ; one of these lots of wheat was graded 
by the inspector. as “No. 2 Red Winter wheat—tough” on account of moisture 
in excess of 14 percent. Krajicek stated that the inspector refused to raise the 
grade on this lot, and therefore Frazier did so and signed the inspection certifi- 
eate himself; but that all the other lots, with one exception, were graded as 
“No. 2 Red Winter wheat” in accordance with Frazier’s instructions. Kra- 
jicek stated that in connection with these lots, neither he nor the other inspec- 
tors had any alternative but to follow Frazier’s instructions because the Fed- 
eral supervision men were not around to obtain samples; but that in the case 
of the one lot of Garlicky wheat, previously referred to, the Federal supervision 
men were around and were furnished a sample and the inspector was therefore 
free to correctly grade the lot. Krajicek stated that Frazier destroyed the in- 
spection report slip and prepared one of his own, showing that he conducted the 
inspection on the basis of a “submitted sample” but that in the preparation of 
lis inspection report slip, which is the basis on which inspection certificates are 
issued, Frazier used the same factors as found by Raymond Mattern, the in- 
spector involved, except that Frazier failed to show the 3 creen and 7 dry garlic 
bublets shown on the original inspection report slip which Mattern submitted. 

Krajicek stated that Stanfield, the Federal supervisor, was advised of the 
facts in connection with this entire matter and that Stanfield made an investi- 
gation with respect to the above lot after Frazier had resigned. 


Mr. Joseph E. Kneass, licensed grain inspector, furnished the fol- 
lowing information to C. & L.: 


On or about February 1, 1952, he inspected and graded a 500-bag lot of wheat 
which Markley had moved in from a country point. The wheat was to be 
exported aboard the steamship Catarina. He graded the lot as No. 2 Red 


Winter wheat—tough because of 14.3 percent moisture. Frazier advised him 
that the lot was sold as No. 2 Red Winter wheat and had to be so graded. He 
ran two more moisture tests and found that the wheat was correctly graded 
as tough because the moisture was 14.3 percent. When he refused to grade 
the lot as No. 2 Red Winter wheat, Frazier prepared and initialed an inspection 
report slip showing the moisture as 14 percent and graded the lot No. 2 Red 
Winter wheat. 

When Frazier was interviewed by C. & L. he denied the allega- 
tions made against him but did make significant comments which 
are summar ized below: 


CCC usually brings to Philadelphia a large percentage of No. 1 and No. 2 


grade grain and relatively little, if any, Sample grade or lower grade grain. 
Beeause elevators all over the country blend grain out for delivery and because 
CCC generally brings in a disproportionately large percentage of No. 1 and 
No. 2 grade grain, CCC grain is known in the trade as a blotter for the trade’s 
poorer grain. That is, CCC grain when blended with lower grade grain im- 
proves the lower grade and maintains its own. 

The staff was informed by CSS officials that. this case was referred 
to the Department of Justice, which declined prosecution in the 
matter. 


COMMENTS OF UNITED STATES DEPARTMENT OF AGRICULTI RE ON A 
Report To THE ComMirree oN Appropriations, UNITED STATES 
Housr oF REPRESENTATIVES, ON INQutRY INTO GRAIN FUTURES AND 
Sepor Markets AnD Untrep States Gratin STANDARDS 


Department officials appreciate having the opportunity to review 
the report entitled “Inquiry into Grain Futures and Spot Markets 
and United States Grain Standards.” The comments and observa- 
tions of the staff investigators have been noted, and will be of assist- 
ance in our continuing study of the problems and activities incident 
to the administration..of the Commodity Exchange Act and the 
United States Grain Standards Act. 
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A REPORT TO THE COMMITTEE ON APPROPRIATIONS, 
UNITED STATES HOUSE OF REPRESENTATIVES, ON 
THE SOIL BANK, UNITED STATES DEPARTMENT OF 
AGRICULTURE ~ 


II. 


SURVEYS AND INVESTIGATIONS STAFF, MARCH 1957 


SUMMARY 

Introduction 

Inquiries made into operations of acreage reserve pro- 
gram (ARP) and conservation reserve program (CRP) 
of Soil Bank Act. Report covers primarily 1956 
ARP totalling $260.4 million as well as 1956 CPR. Perti- 
nent data relative to 1957 ARP and CRP also set forth. 
Findings based upon interviews with officials of Depart- 
ment of Agriculture, State and county offices and producers, 
as well as review of soil bank records at all levels. 


Soil bank program 
A. Soil Bank Act 

Statute signed May 28, 1956, authorizes ARP and CRP 
assisting farmers to divert cropland from production of 
excessive supplies of agricultural commodities, and carry 
out soil, water, forest, and wildlife conservation programs. 
ARP authorized for 4 years (1956-59). Producers com- 
pensated for reducing acreage in wheat, corn, cotton, rice, 
tobacco, and peanuts. Maximum compensation for any 1 
year cannot exceed $750 million. CRP authorized for 5 
years (1956-60) and provides for compensation to pro- 
ducers for removing cropland from saietion and estab- 
lishing long-range conservation practices. Maximum 
compensation not to exceed $450 million annually. 

B. Relationship between the soil bank program and 
other soil conservation programs 

Conservation practices are primarily aided by the agri- 
cultural conservation program (ACP), authorized in 1936 
and the CRP under soil bank. ACP had a 1956 budget of 
$250 million and the same for 1957. ACP is administered 
by the Agricultural Conservation Program Service which 
is also responsible for program provisions of CRP. How- 
ever, the Soil Bank Division of Commodity Stabilization 
Service administers CRP. ACP primarily aims at good 
conservation practices while CRP not only aims at good 
conservation practices but also removes land from produc- 
tion. 


III. CCC investment in basic commodities as of June 30 1956 


As of June 30, 1956, CCC’s investment in 6 basic com- 
modities was $7.5 billion compared with total investment 
of $8.3 billion in all commodities. 


IV. 1956 acreage reserve program (ARP) 


A. All commodities 
1956 participation amounted to $260.4 million represent- 
ing approximately 12.2 million acres of land covered by 
529,448 agreements. 
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1. Initiation of program and requirements ; 
ARP initiated June 8, 1956. Producers of six basic 
commodities signed uniform contract agreeing to regula- 
tions, terms, and conditions prescribed by Secretary of 
Agriculture. 
2. National rates of payment 
Rates established for putting acres in ARP designed to 
reimburse farmer for difference between out-of-pocket pro- 
duction costs of commodities and sales price. 
3. Allocation of 1956 ARP funds 
No allocation of ARP funds made until program closed. 
Funds then allocated to States and commodities in amount 
equal to contracts executed. 
4, Obligation and expenditure of 1956 ARP 
funds 
$260.4 million obligated for ARP. Participation 
ranged from $595,626 for peanuts to approximately $179.7 
million for corn. Iowa, Nebraska, Texas, and [Illinois 
were largest participants in ARP. Maine, New Hamp- 
shire, and Rhode Island did not participate since little, 
if any, basic crops are Perr in these States. As of Jan- 
uary 31, 1957, negotiable certificates issued in payment of 
1956 ARP contracts amounted to approximateiy $246 
million. 
5. Effect of 1956 ARP on acreage reduction—all 
commodities 
12.2 million acres (9.6 percent) placed in ARP out of 
total of 127.8 million allotment and corn base acres. Sub- 
stantial amount of land placed in ARP affected by drought, 
flood, or other disaster conditions. 
B. Corn—1956 ARP 
Corn agreements executed amounted to 69 percent of 
total ARP. 
1. Corn base acreage—1956 
Soil Bank Act established a 1956 corn base acreage of 51 
million acres, which was 7.7 million acres above 1956 na- 
tional corn allotment. This increased each farm corn 
allotment 17.8 percent. Department stated this action was 
a realistic step to encourage corn participation in allotment 
Poa. sie and to restore a measure of equity to corn pro- 
ucers as compared to producers of other commodities. 
Based on average compensation rate of $33.80 per acre paid 
for corn in 1956, it would have required approximately 
$260 million in ARP funds to reduce planted corn acres 
from the 51 million acre corn base to the 1956 national corn 
allotment of 43.3 million acres. 
2. Corn—ARP participation 
5.3 million acres of land placed in 1956 ARP represent- 
ing 10.4 percent of the corn base acreage. 
3. Corn production 
Estimated production of corn in 1956 was approximately 
3,450 million bushels, 7 percent above 1955 production and 
12 percent above the 1945-54 average. The yield of 45.4 
bushels per harvested acre in 1956 exceeded the previous 
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record yield in 1948. Record yields were established in 
Illinois, Indiana, Michigan, Wi isconsin, Minnesota, and 
Missouri. Severe summer drought in Nebraska, parts of 
lowa, South Dakota, and Kansas sharply curtailed crops 
in these States. 
Payment for oats, clover, alfalfa, hay, and 
other crops at corn rates 
Regulations under the 1956 ARP permitted the retire 
ment of corn acres within the corn base which were 
planted in oats, clover, alfalfa, hay, and other crops and 
which were clipped, mowed, or left unharvested. Produc- 
ers’ compensation for this ‘land was based on corn rates 
and corn yields giving producers not only a rate advan- 
tage but also a yield advantage. Apparent result of these 
regulations was that more oats than any other crop were 
plowed up or destroyed in connection with 1956 ARP. 
Production of oats, an uncovered commodity, was sharply 
reduced. Corn production increased. 
Findings by States, corn 
Staff visited 6 States whose corn participation was 75.46 
percent of total value of corn agreements executed. 
(a) lowa, corn 
Iowa was largest participant in 1956 ARP. Western 
part of State affected by drought, many counties being 
declared disaster counties, Participation heaviest in 
drought areas and it was consensus of opinion that great 
est benefit of Soil Bank was drought relief. Participants 
in other areas who complied with their corn allotments 
became eligible because of increased soil bank base. More 
liberal method used in lowa for establishing rates than in 
other States. 
(6) Nebraska, corn 
Nebraska was second largest participant in 1956 ARP. 
State officials advise heavy participation was due to seri 
ous drought and estimated 90 percent of payments under 
program were in effect drought relief. Considerable con 
fusion existed in administration of program. 
(c) Illinois, corn 
Although $23 million in ARP contracts executed, Hli 
nois corn production was 17 percent above 1955 and 28 per 
cent higher than 1945-54 average production. The 1956 
yield per acre harvested set new record. High production 
stated to be the result of good weather plus high degree of 
noncompliance with price-support programs. Program 
instituted too late in year to be effective. Relatively small 
amount of actual corn destroyed. Balance of participa 
tion prompted by increased acreage granted producers in 
establishing corn base. 
(7d) Minnesota, corn 
1956 production was the largest in State history. Con- 
tracts executed to ARP amounted to $9.8 million. Most 
acreage put in reserve was planted in oats, barley, and flax 
which had been damaged by weather in June 1956. Ap- 


ae 


ma lt 


141 


proximately 10 percent of the ARP acreage was seeded in 
corn 
(e) South Dakota, corn 
Participation of $8.8 million influenced by existing or 
threatened drought conditions and hail damage. 1956 
Ce eatin slightly in excess of prior year and. slightly 
elow 1945-54 average. State officials advised ARP caused 
some reduction.in corn acreage. 
(7) Kentucky, corn 
Kentucky ARP contracts amounted to approximately 
$6.5 million. Despite this, production for 1956 was higher 
than the previous year and the 10-year average 1945-54. 
Yield per acre established a new record in 1956. Regula- 
tions permit “noncropland open pasture” to be put in ARP 
if suitable for corn production even though never used for 
corn. For instance some acreage put in ARP that had 
te and brush to height of 6 feet. 
Wheat—1956 ARP 
Ww hes it agreements executed amounted to approximately 
$44.7 million of which approximately $23.5 million per- 
tained mM winter wheat and the balance to spring wheat. 
Wheat Production 
Total Cas at production for 1956 was higher than 1955 
but below 1945-54 average. 1956 production of winter and 
other spring wheat slightly higher than previous year but 
below 1945-54 average. Durum wheat production for 1956 
was double previous year and substantially above average 
due to liberalized allotment program, higher yield and new 
varieties planted. 
Findings by States: Wheat 
Survey ‘included | trips to North Dakota, South Dakota, 
and Texas, whose dollar participation was more than one- 
half of the total wheat program. 
(a) North Dakota, wheat 
North Dakota, producer of spring wheat, was largest 
participant in wheat program with contracts totaling $13.7 
million. Production for State slightly in excess of pre- 
vious year but below 1945-54 average. Principal reasons 
for ARP participation in State was drought and un- 
usual regulations pertaining to Durum wheat acreage. 
Durum Wheat Act, passed in March 1956 to encourage 
Durum wheat production, provided Durum acreage bonus 
for producers who planted that type of wheat w ithin their 
original allotment. Official, Soil Bank Division, states 
since Durum Act. conflicted with Soil Bank Act, regula- 
tions were changed in June 1956 to permit produc ers who 
exceeded their allotments because of Durum Act to receive 
ARP payments as underplanting producers even though 
they destroyed no wheat. Theory of regulations was that 
zach acre of Durum wheat planted within allotment took 
out of production 1 acre of other spring wheat which was 
in excess supply. Officials, North Dakota ASC Office, 
state major portion of acres placed in ARP as under- 
planted wheat was actually planted in Durum wheat and 
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resulted in ARP payments being made as gifts to pro- 
ducers. For example, a producer (Agreement No. 46- 
018-482) had original allotment of 761 acres. He planted 
1,286 acres of Durum wheat and 43 acres of spring wheat 
as permitted by the Durum Act. He destroyed none and 
was given an ARP payment of $10,366.40 representing 380 
acres (50 percent of original allotment) at $27.28 per acre. 
He not only received a gift for so-called underplant- 
ing but also was able to sell the Durum wheat he harvested 
from the underplanted acreage. 

Producers who complied with regulations in existence 
prior to the June 1956 change and destroyed Durum wheat 
to be eligible for ARP could not reap the double benefit 
received by those who did not intend joining ARP until it 
became apparent they could join and receive a benefit with- 
out sacrificing wheat. 

(6) Texas, wheat 

Texas, which produces winter wheat, had ARP con- 
tracts totaling $6.2 million for more than 1 million acres. 
Final signup date was after normal harvest date, so pro- 
ducers of crops which had failed because of drought 
placed land in ARP. State and county officials agree 
large signup because of drought. Production in 1956 
only about half of preceding 1945-54 average because of 
drought rather than ARP. 

(c) South Dakota, wheat 

South Dakota, which produces all three types of wheat, 
had ARP contracts totaling $5.5 million. Greater part 
of the participation in the soil bank arose from the failure 
of the wheat crop due to drought conditions. 1956 pro- 
duction was only 60 percent of 1955 production. Most 
ARP agreements were at the minimum rate of $6, an indi- 
cation that producers agreed that crops had failed. 

D. Cotton—1956 ARP 
1. ARP participation (national) 

Cotton agreements executed under 1956 ARP amounted 
to approximately $27.3 million or 10.5 percent of total 
program. 

2. Cotton production (national) 

Estimated 1956 cotton production was approximately 
10 percent below 1955 and slightly above 10-year average 
of 1945-54. Cotton yield per acre has increased in United 
States past several years due to fertilizing, irrigation, im- 
proved farming techniques and favorable weather condi- 
tions in the majority of the States. 

3. Findings by States: Cotton 
(a) ARP participation 

Five States visited (Arkansas, Georgia, Louisiana, Mis- 
sissippi and Texas) received 76.7 percent of the total 1956 
ARP cotton agreement payments. 

(6) Texas cotton 

Texas was the largest participant under the 1956 cotton 
ARP with maximum payments of $17,055,594 or 62.4 per- 
cent, of the total. State ASC officials advised that 50 
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percent of the Texas participation in ARP was disaster 
relief. ARP payment rates not considered high enough 
to draw irrigated or better producing dry-land farms into 
ARP. 
(ce) Other states 
Arkansas, Georgia, Louisiana, and Mississippi received 
approximately 14.3 percent of the total 1956 cotton ARP 
ayments. Decrease in cotton production in 1956 over 1955 
in three of the States due mainly to reduced cotton allot- 
ments and lower yield per acre. Increase in cotton produc- 
tion in Louisiana sitaitoned to improved farming methods 
and favorable weather conditions. 60 percent of 1956 
ARP in Arkansas represented underplanted acres. ARP 
payment rate not high enough to draw delta farmer into 
program. Large number of small hill-farmers had not 
planted due to off-the-farm employment. Participation 
termed “accidental compliance.” Georgia nonparticipation 
affected by lateness of ARP program. Participation in- 
fluenced by off-farm part-time employment of farm opera- 
tors and loss of tenants and sharecroppers to industry and 
other States. Louisiana ARP participation due to large 
extent to small farmers with small allotments in less pro- 
ductive areas who are contemplating retirement or have 
off-the-farm employment. Payment rate not high enough 
for delta farmers. Approximately one-half of the acreage 
placed in ARP in Mississippi removed from production 
because of prospect of poor crop. ARP participation 
greater in hill section where less fertile soil located. In 
Arkansas and Mississippi, ginners, cotton seed oil com- 
panies and some bankers not in favor of program due to 
reduction in their income. 
EK. Tobacco—1956 ARP 
1. Tobacco price support and surplus 
As of January 1, 1957, CCC had custody of 1,208 million 
pounds of tobacco as security for loan certificates. The 
tobacco industry operates a self-policing program and has 
a rigid price support of 90 percent of parity. 
2. National Participation—1956 ARP 
There was $45 million authorized under the act. Only 
$6.7 million committed. The acres placed in reserve rep- 
resent only 2.38 percent of total allotted acreage. 
3. Findings by States—Tobacco 
Connecticut, Kentucky, North Carolina, and Virginia 
accounted for 61.54 percent of the obligated tobacco funds. 
(a) Kentucky, North Carolina, and Virginia 
Limited participation resulted from many factors such 
as rate of payment, minimum and maximum requirements, 
growing agreements, legislation passed late in normal 
planting season and reluctance of landowners to share pay- 
ments with tenants. Labor shortage and crop damage in- 
fluenced participation. 
(6) Administrative problems 
Lateness in passage of the act and accidental compliance 
with regulations presented administrative difficulties. Vir- 
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ginia producers who normally plant only 65 to 70 percent 
of their allotment were able to participate for that acreage 
normally underplanted. 
(c) Connecticut 
A new manufacturing process for cigar binders which 
cut the demand about 50 percent resulted in strong Con- 
necticut participation as compared to national participa- 
tion. Program considered “life-saver” to Connecticut 
producers. 
4. Large producer participation—Tobacco 
In States visited there wer 4 payments over $10,000, all 
of which were in Connecticut. 
5. Tobacco production 
The 1956 production is estimated to be greater than the 
10-year average (1945-54) but less than 1955. This in- 
crease is due to improved growing methods. Primary 
reason for 1956 total production being below 1955 is the 
large reduction in cigar binder and filler-type. 
6. Rates 
Rates were established by Department of Agriculture 
ranging from $0.08 to $0.19 per pound. 
7. Production costs 
No known accurate production cost figures available be- 
cause of many variables. 
F. Rice—1956 ARP 
1. Rice—ARP participation 
Acreage placed in 1956 ARP represented 1.7 percent of 
total national rice allotment. 
2. Rice production 
Rice production decreased in 1956 about 15 percent below 
1955 and was attributed primarily to reduction in allot- 
ments. 
3. Findings by States—Rice 
Participation in program light in Arkansas, Louisiana, 
Mississippi, and Texas because crops had been planted 
before enactment of Soil Bank Act. Texas participation 
influenced by water shortage. Other participation said to 
be due to a large extent to underplantings because of crop 
rotation although farmers certified it was underplanted in 
anticipation of Soil Bank Act. 
G. Peanuts—1956 ARP 
1. ARP participation 
Acreage placed in 1956 ARP represented 3.4 percent of 
national allotment for peanuts. 
2. Peanut production 
1956 national production declined 15 percent over 1955 
due largely to a severe drought in Southwest area. 
3. Findings by States—Peanuts 
Limited participation in ARP by Georgia and Texas 
attributed principally to lateness of program and/or low 
ARP payments. Participation in Texas influenced by 
severe drought conditions. Some producers preferred to 
gamble crop due to low ARP payments despite drought. 
Fifty percent of ARP payments in Texas and 10 to 15 








145 


percent of payments in Georgia considered as disaster re- 
lief due to drought c onditions. 
H. V ariation in ARP compensation rates 
By States and commodities 
National unit rates were established for all commodities 
under ARP. For corn and wheat they were flexible and 
for the other four commodities they were fixed. Ap- 
praised and normal yields were applied to the unit rates 
for each commodity to establish compensation per acre for 
all participants. Schedule of rates per acre by the com- 
modities and States indicate wide variation in the average 
rates paid to producers resulting principally from yields 
of the commodity for the State involved. 
(a) Variation in rates—North and South 
Dakota 
Officials of South Dakota questioned the disparity be- 
tween the rate per acre paid under ARP in that State as 
compared to its neighbor, North Dakota. Records indi- 
cate that the average payment per acre for wheat in North 
Dakota ($14.18) was approximately double that of South 
Dakota ($7.32). Difference in rates attributed by ASC 
officials to higher normal yield in North Dakota and to 
later maturity date for wheat in North Dakota which gave 
the crop a better chance of surviving and therefore higher 
appraised yields were granted. Most of payments in 
South Dakota were at $6 minimum rate for failed crops; 
whereas, in North Dakota “desk appraisals” were made 
assuming good weather and normal growing conditions at 
time of appraisals. 
1. Compliance and performance 
Compliance and performance under soil bank handled 
by county officials with spot check by State. Due to new- 
ness of program and possible misinterpretation of regula- 
tions, noncomplying farmers were permitted opportunity 
to modify or cancel agreements without penalty. Exten- 
sion of deadline to sign contracts and to comply with crop- 
disposal requirements and the granting of emergency 
grazing privileges causes inequities and producer resent- 
ment. Lack of firm and rigid instructions caused diffi- 
culties in administration. 
J. Small producer participation 
Survey indicates that small producers shared in ARP 
to approximately the same extent as other producers. In 
some commodities and areas small producer participation 
was greater. 
K. Duplicate ARP and FCIC payments 
Under the 1956 ARP it was possible for some producer 
particularly in disaster areas, to receive both ARP a. 
ments and FCIC payments on the same land. No esti- 
mate available as to the amount of funds involved. Offi- 
cials state no possibility of these duplicate payments un- 
der 1957 ARP because producer must decide whether he is 
going to enter program prior to planting date. 
[.. Production adjustment problems 
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Reduced acreage does not always reduce oe seme to 
the same degree. Acreage allotment, marketing quotas 
and edesciated price support programs have heretofore had 
little influence on total farm roduction. Acreage reduc- 
tion in some controlled crops fas been largely offset by in- 
creased acreage of other feed crops. 

A number of Government educational and assistance 
programs have contributed to increased production. The 
soil bank on the other hand is designed to curtail produc- 
tion. Some factors resulting in increased production in- 
clude use of fertilizers, more intensified farming and irri- 
gation. 


V. 1957 Acreage reserve program 


A. General provisions 
1. Initiation of program 
Winter wheat 1957 ARP announced on July 6, 1956. 
ARP for other commodities announced on December 26, 
1956. 
2. Requirements 
Peanuts and long staple cotton excluded from 1957 ARP. 
Deadlines for signing agreements were October 5, 1956, for 
winter wheat; March 1, 1957, for cotton and tobacco; and 
March 8, 1957, for corn, spring wheat, and rice. Farm 
agreements provided for maximum acreage or percent of 
allotment, but allowed for offerings of additional acreage 
(up to farm allotment). Additional acreage accepted after 
March 8, 1957, as funds were available. 
3. Type of agreement 
Agreements for 1957 ARP generally similar to 1956 
ARP, except problem of disposition of crops on acreage 
reserve eliminated because 1957 agreements precede plant- 
ing dates. 
B. National rates of payments 
National base unit rates for all five commodities same as 
1956. National rate per acre for wheat and tobacco same 
as 1956, but higher for corn, cotton, and rice because of 
higher average yields. 
C. Allocations of funds 
1. 1957 national reserve acreage goals 
Acreage reserve goals established by Secretary. Mid- 
point of goals is 22,832,500 acres. Applying national aver- 
age rates per acre to goals would require an obligation of 
$746,657,000. 
2. Commodity allocations 
Preliminary commodity allocations totaling $750,685,000 
made by (1) taking maximum legal limit for each com- 
modity, (2) reducing limit to pro rata share of $750 million, 
distributing peanut share to other five crops, and (4) 
making slight adjustment in each crop by application of 
expert knowledge. 
3. State allocations 
Sum of $750,685,000 allocated to States primarily on 
basis of State allotments for the five commodities. Ad- 
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justments to allocations permitted as ARP develops. No 
funds allocated to Maine or Rhode Island. 
D. Producer participation and reaction 
As of March 8, 1957, 13.9 percent of the legal limit of 
$750 million was signed. 
1. Corn 
As of March 8, 1957, 68.2 percent of the national alloca- 
tion for corn was signed. Average yield rate of 40 bushels 
per acre in the contracts is under national average yield 
rate of 47.4 bushels per acre, thus indicating less produc- 
tive lands being signed. National corn allotment of 37 
million acres considered too low to obtain widespread com- 
pliance. 
(a) Iowa—corn 
Fifty-nine and six-tenths percent of the State allocation 
was contracted for in lowa. State officials advise this low 
participation reflects the impact of the small corn allot- 
ment. 
(6) Nebraska—corn 
Nebraska subscribed to 142 percent of the original State 
allocation. Nebraska farmers interviewed say continued 
drought has caused the heavy participation. 
(ce) Illinois—corn 
Thirty-seven and four-tenths percent of the State allo- 
cation was signed. Lack of interest is attributed to pro- 
ducers being unwilling to cut back further their individual 
allotments, 
(d@) Minnesota—corn 
Only 40.3 percent of the State allocation was used. Dis- 
satisfaction with the size of the corn allotment and plans 
to overplant their allotted acreage are said to be the cause 
of such little interest. 
(e) South Dakota—corn 
Fifty-nine and six-tenths percent of the State allocation 
was signed. Interest was high in drought areas, but gen- 
erally held down by the small corn allotment. 
(f) Kentucky—corn 
Kentucky subscribed over $2 million more than its initial 
allocation. Large interest attributed to off-farm employ- 
ment by small farm operators. 
2. Wheat 
As of March 8, 1957, wheat agreements signed total 84.9 
percent of the national wheat allocation. 
(a) Kansas—wheat 
97.5 percent of State allocation was signed. This rep- 
resents over one-third of the national wheat agreements. 
Kansas has had severe drought. 
(6) North Dakota—wheat 
62.1 percent of State allocation was used. Interest is 
heaviest in recent drought areas. 
(c) South Dakota—wheat 
South Dakota used 99.6 percent of the State allocation. 
Farmers in drought areas show greatest interest. 
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(d) Texas—wheat 
95.1 percent of State allocation has been signed. 
Drought experience influence in substantial partic ipa- 
tion. 
3. Cotton 
As of March 8, 1957, cotton farmers had signed agree- 
ments totaling 60.5 percent of national cotton allocation. 
(a) Texas—cotton 
51.3 percent of State allocation has been contracted for. 
Recent rains a factor in low participation. 
(6) Mississippi—cotton 
62.2 percent of State allocation was used. Off-farm 
work responsible for heavy participation in hill section, 
but little interest displayed in delta area. 
(c) Georgia—cotton 
Georgia signed 99 percent of the State allocation. 
Heavy participation attributed to large number of small 
farm units, high production costs, and shortage of farm 
labor. 
4. Rice 
As of March 8, 1957, 59.3 percent of the national alloca- 
tion for rice was covered by agreements. Participation 
concentrated in 5 States with California and Mississippi 
using over 90 percent of their allocations. Arkansas, 
Louisiana, and Texas used roughly half of their alloca- 
tions. Ricegrowers say original maximum farm limits 
make participation unprofitable, and they would be more 
interested if they could put entire allotments in acreage 
reserve. 
. Tobacco 
As of March 8, 1957, tobacco agreements totaled 48.6 
percent of the national allocation. In Kentucky, North 
Carolina, and Virginia, reluctance to participate is mostly 
attributed to growers’ belief that profit from growing 
tobacco would exceed acreage-reserve payments. Tobacco 
farmers im Connecticut are participating because of uncer- 
tain future demand for cigar binder tobacco, 
E. Productivity of land in 1957 ARP 
1957 ARP agreements are at average rate of $27.60 per 
acre. Comparing this to the national announced rate of 
$32.70 per acre indicates productivity of land in 1957 ARP 
is below average. 


VI. 1956 conservation reserve program (CRP) 


A total of 17,707 CRP contracts executed in 1956 involv- 

ing 1,601,403 acres at a cost of $24,898,253. 
A. Initiation of program and requirements 

CRP launched on August 19, 1956, with final date for 
signing contracts set. for November 30, 1956. The first 
year of program fell far short of goal set by Secretary. 

One additional year added to all 1956 contracts, which 
normally run for either 3, 5, or 10 years because of lateness 
of program. The Secretary was of opinion desired crop 
reduction would not be achieved by including 1956. Both 
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“annual” and “practice” payments are authorized. Full 
annual payments made in 1956 even though contracts 
signed late in 1956 because Secretary believed it was ad- 
ministratively impossible to compute partial payments due 
to difficulty of determining performance. 

National average rate for annual payments is $10 per 
acre. Reimbursement for practice cost is up to 80 percent 
of such cost. No contracts written in excess of $5,000. 

B. Terms of the CRP 

Secretary agrees to pay annual rental during period of 
contract, share practice cost, and protect producer’s acre- 
age-allotment history. Producer agrees to establish a con- 
servation practice, harvest no crop, permit no grazing, con- 
trol noxious weeds, and comply with all allotments as well 
as reduce production. 

©. Conservation reserve practices 

Producer may select, from a national list of 10 practices, 
an approved practice of land cover, water, or wildlife con- 
servation suitable to his land and kind of farming subject 
to State and county approval. 

D. USDA formula for making allocations to States 

State allocations were made on basis of eligible land, 
conservation land, 1953 conservation program participa- 
tion, and increase in feed-grain production from 1935-55. 

EK. 1956 allocations, obligations, State rate of annual 
payment, and acres under control 

In 1956 State allocations totaled $150,760,000, of which 
$24,898,253 obligated for 1,601,403 acres. Breakdown by 
State with State annual rate shown. 

F. Findings in States 

Results of investigation at 15 State offices and county 
offices noted. 

1. Reasons for nonparticipation in CRP 

(a) High value of land in commercial corn and Missis- 
sippi Delta areas make it uneconomical to participate. 

(s) Arkansas, Louisiana, and Georgia have been leasing 
entire farms to large paper companies for pulpwood on 
long-term leases for cash. 

(c) Farmers in commercial corn areas are reluctant to 
bind themselves to variable allotment programs for long- 
term contracts. 

(¢d) Necessity of fencing designated areas to prevent 
unauthorized grazing. 

(e) Length of contract objectionable. 

(f) Variance in rates between adjoining counties in dif- 
ferent States (Arkansas and Texas). 

2. Reasons for participation 

(a) Heavy participation in Texas due to serious pro- 
longed drought. 

(6) Entire farms participating where farmer plans to 
retire or take off farm employment. 

(c) Farmers desiring to establish a conservation prac- 
tice are attracted by the 80-percent reimbursement from 
the Government plus annual payments. 
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G. General 

Land placed under CRP is generally the least productive 
contend | in the State. 

H. Status of 1957 CRP 

As of January 30, 1957, a total of 24,159 contracts had 
been signed covering 2,175,000 acres at a cost of approxi- 
mately $23,621,000. Sign up for 1957 continues until 

April 15, 1957. Unless an increased number participate in 
the remaining period, 1957 CRP will fall short of goal 
established by Secretary. 

Emphasis has heretofore been directed to ARP due to 
crash aspects of program. Attitude of State administra- 
tors is that in future more attention can be devoted to CRP 
with better participation expected. 


VII. Supplemental report 


Supplementing the report of March 29, 1957, which in- 
corporated the results of the investigation of the soil-bank 
program of the United States Department of Agriculture 
the following information is submitted. 

Subsequent to the preparation of the aforesaid report 
information was received alleging that Government-owned 
land in Ellsworth and Saline Counties, Kans,, had been 
leased to individuals who later placed some of the land in 
the acreage-reserve program (ARP). In some cases, the 
individuals were alleged to be receiving more from the 
Government for participating in the soil bank than they 
paid as rental for the entire acreage leased. In view of 
this information the staff conducted inquiries in Ellsworth 
and Saline Counties, Kans. 

The county agricultural stabilization conservation 
(ASC) personnel were aware that Government-owned land 
was being placed in the ARP but pointed out that section 
485.153 of the Secretary of Agriculture’s soil-bank regu- 
lations barred such land from participation in the con- 
servation reserve program. The county personnel stated 
that they had examined the regulations and discussed the 
matter with the farmer fieldman of the ASC State office 
but found no basis for refusing participation of this type 
of land in the acreage-reserve program. 

The soil-bank agreements for Government-owned land 
were examined in each county. In Ellsworth County the 
office manager was able to find three such agreements, all 
in the Kanopolis Dam site area. There was one such agree- 
eat in Saline County. This was on the Smoky Hill Air- 

ase. 

In order to confirm that the land covered in the agree- 
ments was actually Government-owned, copies of the rental 
leases were examined at the Office of the Corps of Engineers 
in Kansas City. In all cases the leases were executed prior 
to 1956. 

The data as to leases and ARP agreements examined 
follows: 

Ellsworth County 
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(1) On July 6, 1955, lease DA-23-028-Civeng—56-17 
was executed with the Corps of Engineers. Under this 
lease approximately 420 acres of land in the Kanopolis 
Dam and Reservoir project area were leased to a private 
individual for the period from August 1, 1955 to July 31, 
1960, for an annual rental of $1,475. On July 28, 1955, the 
lease was assigned to another individual who by agreement 
No. 191, dated October 31, 1956, placed part of the leased 
land in ARP. The agreement showed that the leasehold 
included 350 acres of cropland and a wheat allotment of 
112 acres. The assignee was permitted to place the entire 
allotment (at first only 50 percent of the allotment but later 
the entire allotment acreage was accepted) in ARP and 
received a normal yield of 18 bushels or $22.14 an acre for a 
maximum payment of $2,479.68. Thus, the assignee was 
receiving slinaen $2,500 from ARP for 112 acres and was 

aying the Government $1,475 for 350 acres of cropland. 
The rental lease carried a clause permitting revocation of 
the lease at the will of the Secretary of the Army. 

(2) A former owner of land taken over by the Corps of 
Engineers for the Kanopolis project signed lease DA-23- 
028-Civeng—56-48 under which she leased 483 acres from 
the Government for the period from August 1, 1955, to July 
31, 1960, for $435 per annum. This farm had 300 acres of 
cropland and a wheat allotment of 70 acres. On October 
3, 1956, the lessee signed agreement No. 148 placing 31 
acres in ARP at a normal yield of 17 bushels or $20.91 an 
acre. The lessee had indicated a willingness to place the 
rest of her allotment in ARP but never came around to sign 
the revised contract. However, she received $648.21 for 
the 31 acres while paying a rental of $435 for the entire 
acreage. In addition, the lessee still had 39 acres of her 
allotment to plant in wheat and 230 additional acres of 
cropland. This lease also permitted cancellation by the 
Secretary of Army. 

(3) Under lease DA-23-028-Civeng-26-18, the Corps 
of Engineers leased 631 acres in the Kanopolis area to a 
private individual for the period from September 1, 1955 
to July 31, 1960, for $1,305.50 a year. On September 11, 
1956, the lessee signed agreement No. 19 placing 59 acres in 
ARP at the normal yield of 13 bushels or $15.99 an acre. 
Thus, while paying rent of $1,305 for a farm of 631 acres 
that included 402 acres of cropland and a wheat allotment 
of 146 acres, the lessee received $943.41 for placing only 
59 acres in ARP. If he had placed the entire acreage in 
the ARP at the 13-bushel yield, he would have received 
$2,335. This lease also permitted revocation at the will of 
the Government. 

Saline County 

(1) On February 27, 1954, an individual executed lease 
DA-25-075—-Eng-34-17 under which he rented 160 acres 
on the Camp Phillips Air-to-Ground Gunnery Range (part 
of the Smoky Hill Airbase) for the period from August 1, 
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1953, to July 31, 1958,;at an annual rental of $621. This 
acreage, which included 104 acres of cropland had a wheat 
allotment of 59 acres. On October 21, 1956, the lessee 
signed agreement No. 117 under which he placed his entire 
wheat allotment in ARP at a normal vield of 14 bushels 
or $17.22 an acre for a maximum payment of $1,015.98 or 
$395 more than the rental for the entire tract. As in the 
other cases this lease was also revocable at the will of the 
Government. 

On May 21, 1956, President Eisenhower issued a mem- 
orandum which laid down rules for future operation of 
land leased from the Government. This memorandum, 
addressed to the heads of all executive departments and 
agencies, stated that “* * * leases of farmlands made by 
the Federal Government on or after the effective date of 
this memorandum shall prohibit the cultivation of price- 
supported crops in surplus supply.” The memorandum, 
which also made provision for certain exceptions to this 
rule, became effective 60 days after issuance or July 21, 
1956. Therefore, leases executed prior to July 21, 1956, 
had no such restriction and this land could be placed in 
the ARP. 

The memorandum appears to be in agreement with sec- 
tion 125 of the Soil Bank Act which was approved by the 
President on May 28, 1956, and states “The President shall, 
with respect to farmlands now or hereafter owned by the 
Federal Government, restrict insofar as practicable the 
leasing of such lands for the production of price-supported 
crops in surplus supply.” 

In accordance with the new memorandum most leases 
are written so that surplus crops may not be grown. How- 
ever, there are exceptions, which must be approved by the 
Chief of Engineers, under which tenants may continue to 
grow surplus crops. Theoretically, leaseholders who have 
such authority could place their allotments in ARP. 

The question of Government-owned land being placed in 
the soil bank was discussed with an official of the Depart- 
ment of Agriculture who stated that he did not know the 
extent of this practice. He stated that he had no informa- 
tion as to the amount of Government-owned acreage which 
had been leased to private individuals and on which price- 
supported crops were being grown. Similarly, he stated 
that the Department had no statistics as to the amount of 
Government land that had been placed in the soil bank. 
The staff was advised that such information can be accum- 
ulated only with a great deal of effort and would take 6 to 
8 weeks to compile. 


[. INrRopUCTION 


By directive dated December 27, 1956, the staff was requested by 
the Committee on Appropriations to make an investigation of the soil 
bank program of the Department of Agriculture, with specific inquiry 
into the following points: 
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1. The relationship between the soil bank program and existing soil 


conservation programs including the agricultural conservation pro- 


gram. 

2. The types of agreements entered into with individuals partici- 
pating in the program. 

3. The policies and procedures followed in allocating funds to the 
various sections of the United States. 

4. The amount. of funds obligated and expended for various prac- 
wae and purposes. 

The extent to which rates of payment for similar practices have 
varied among individuals and areas of the country. 

The extent to which payments have been contracted for or made 
Pig putting land into reserve status even though little or no produc- 
tion could have been expected due to drought or other conditions. The 
portion of the program which might be considered as disaster relief as 
compared to an incentive to crop reduction. 

7. The extent to which the small producer is participating in and is 
affected by the program. 

8. The extent compliance has been checked or enforced. 

Subsequently, the committee requested the staff to ascertain if (1) 
producers placed their poor land into the soil bank; (2) whether there 
Soot been any real reduction in the production of the six basic commodi- 
ties resulting from participation in this program; and (3) whether 
action has been taken to increase production on other acreage by the 
purchase of fertilizers, irrigation machinery, or expending of funds 
in any other manner which would result in an increase in production. 

The Soil Bank Act provides for two major programs: the acreage 
reserve program (ARP), a 4-year program ; and the conservation 
reserve program (CRP), whic h is a 5- year program. 

The 1956 ARP was initiated in June 1956 and the signing of par- 
ticipating agreements was concluded on July 27, 1956. This program 
amounted to approximately $260.4 million in 1956. The 1956 CRP 
was initiated in August 1956 and the signing of participating agree- 
ments was coneluded on November 30, 1956. This program amounted 
to approximately $25 million for the calendar year 1956, 

The 1957 ARP, with the exception of winter wheat, and the 1957 
CRP were in the formative stages at the time this investgation was 
instituted. In view of the above facts, the staff’s investigation was 
directed primarily to the operations of the 1956 ARP; however, per- 
tinent information relative to the other programs obtained by the 
staff is being set. forth in this report. 

The staff’s investigation included interviews with officials of the 
Soil Bank and Grain Divisions of Commodity Stabilization Service 
(CSS), the Federal Crop Insurance Corporation and the Crop Report 
Board, Agricultural Marketing Service (AMS), of the United States 
Department. of Agriculture, Washington, D. C. 

A review was made of selected records of the Soil Bank Division as 
well.as documents of other agencies within the Department of Agri- 
culture. In addition, field trips were made to 15 States which pro- 
luce the 6 basic commodities enumerated im the statute. In view of 
the fact that approximately 90 days were available for this study, the 
stafl’s investigation was generally limited to those States which par- 
ticipated to the largest degree in the 1956 ARP program. The in- 
vestigation at the field level entailed interviews with officials of agri- 
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cultural stabilization and conservation (ASC) State and county or- 
ganizations and a review of soil bank records and related documents 
at the State and county level. The study also included interviews 
with producers of the six commodities enumerated in the statute to 
determine their views on the soil bank program. 

The results of the staff’s investigation are set forth in six parts in 
this report. Part I is the introduction, part IT covers the legislation 
and general administrative setup, part III sets forth CCC investment 
in basic commodities, part IV covers the 1956 ARP, part V the 1957 
ARP, and part VI the CRP. 


II. Som, Banx Program 


A. SOIL BANK ACT 


The Soil Bank Act was signed on May 28, 1956. It authorizes pro- 
grams to assist farmers to divert a portion of their cropland from 
the production of excessive supplies of agricultural commodities, and 
to carry out a program of soil, water, forest and wildlife conserva- 
tion. These activities are supplementary to the acreage allotments 
and marketing quota programs authorized, and appropriated for, 
under the Agricultural Adjustment Act of 1938, as amended, and to- 
gether with such programs, constitute an overall program designed 
to prevent excessive supplies of agricultural commodities from bur- 
dening and obstructing interstate and foreign commerce. Under the 
Soil Bank Act, the two major programs are the acreage reserve pro- 
gram and the conservation reserve program. 


1. Acreage reserve program 


This program is authorized for each of the 4 crop years from 1956 
through 1959. Producers are compensated for reducing their planted 
acreages below farm acreage allotments or base acreages, whichever 
is applicable. Commodities affected are wheat, corn, cotton, rice, 
most types of tobacco, and peanuts. The total compensation paid 
producers for participating in this program with respect to any com- 
modity for any year shall not exceed: For wheat, $375 million; for 
cotton, $300 million; for corn in the commercial corn-producing area, 
$300 million; for peanuts, $7 million; for rice, $23 million; and for 
tobacco, $45 million. However, for any year’s crop, the payment« 
cannot exceed $750 million. 


2. Conservation reserve program 


This program is authorized for 5 calendar years from 1956 through 
1960. Producers enter into contracts with the Secretary of Agricul- 
ture for periods of from 3 to 15 years. In return for removing desig- 
nated cropland from production and establishing long-range conserva- 
tion practices, the producer receives cost-sharing assistance and an 
annual rental payment for the duration of the contract. The Secre- 
tary may not enter into contracts with producers which would require 

ayments to producers in excess of $450 million in any calendar year. 
con same acreage may not be included under both the ARP and the 
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B. RELATION BETWEEN THE SOIL BANK PROGRAM AND OTHER SOIL 
CONSERVATION PROGRAMS 


There are two programs under which the Federal Government 
furnishes financial assistance to farmers to aid them-in establishing 
conservation practices: (1) the agricultural conservation program 
(ACP) operated by the Agricultural Conservation Program Service ; 
and (2) the conservation reserve program provided for in the Soil 
Bank Act. 

The ACP was authorized by the Soil Conservation and Domestic 
Allotment Act of 1936 and has been in effect continuously since that 
time. The budget allotment for this program was $250 million in 
1956, and the same amount is provided for 1957. The CRP under 
the Soil Bank Act was authorized in 1956 and provides for payments 
to farmers not to exceed $450 million in a calendar year. 

At the local level the ACP is administered by the ASC county 
committees with assistance in technical matters from the Soil Con- 
servation Service, the Forest Service, the Extension Service, and other 
agencies operating in the county. The CRP at the national level is 
the administrative responsibility of the Soil Bank Division of the 
CSS. The responsibility for the program provisions at the national 
level was placed with the Tavicuthatal Conservation Program Serv- 
ice. At the local level the administration was placed with those same 
agencies which handle the ACP. 

Basically the differences between the ACP and the CRP are: 

(a) The AGP limits Federal contributions to 50 percent toward the 
establishment of conservation practices; the CRP provides for con- 
tributions up to 80 percent. 

(b) ACP funds may be used to establish conservation practices on 
land in current production; the CRP requires that the affected land 
be taken out of production for specified periods. 

(c) ACP funds are available to establish conservation practices only 
when it is believed that the farm operator would not carry out such 
practices on his own to the needed extent; there is no such limitation 
on the CRP. 

(d) ACP provides assistance only in establishing conservation 
practices; the CRP provides assistance in establishing conservation 
practices plus a rental payment for keeping the affected land out of 
production. 

(e) ACP provides support payments for widely diversified con- 
servation practices, including contour and terracing practices and 
certain irrigation practices. Under the CRP practices are limited to 
the establishment of land cover, to water conservation through the 
construction of dams, pits and ponds, and to wildlife conservation. 

Although no provision is made under the Soil Bank Act for estab- 
lishing conservation practices on the land placed in the ARP, such 
land is eligible for participation in conservation practices supported 
by the ACP. Support cannot be given by these two programs for 
establishing the same practices on the same land. 

In addition to the ACP and the CRP, which provide financial 
support to farmers for establishing conservation practices, the Soil 
Conservation Service and the Forest Service carry out. certain con- 
servation activities on their own. 
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TIT. CCC Investment in Basic Com™Mopttties As OF JUNE 80, 1956 


It has been stated previously that the purpose of the ARP in the 
soil bank is to assist producers to divert a portion of their cropland 
from the prod&ction of excessive supplies of six basic agricultural 
commodities. 

Indicative of the magnitude of the surplus problem is the total CCC 
imvestment for all commodities as of June 30, 1956, which was ap- 
proximately $8.3 billion, of which $7.5 billion pertains to the six basic 
commodities enumerated in the Soil Bank Act. 


Investment as of June 30, 1956—Book value 


[All figures in thousands] 
| 





| Pledged for loans In inventory Total 
| Unitofmeas-|_ . | 
Commodity ure | | | | 
|} Quan-; Value {| Quan-| Value (|Quantity| Value 
tity | |} tity | | 
| | } 


Basie commodities: 





Corn... . Bushels | 422,867! $654, 225! 702, 121)$1, 245, 557! 1, 124, 988'$1, 899, 782 
Cotton, Extra Long Staple.} Bales | 4 1, 133} 40) 14, 619) 44 | 15, 752 
Cotton, Upland... ale .do § 6, 067 977,751| 6,760) 1, 249, 813) 12, 827) 2, 227, 54 
Peanuts, farmers’ stock_....| Pounds 86, 569 9, 898) 33, 439) 4,045| 120,008 13, 943 
ied  dagc. t82cv's-4 . is oakad Hundred- 363 1,795] 24,717) 205,357) 25, 080) 207, 182 
weight. | | | | 
Tobacco--.- Pounds | 867, 140) 527, 794 | 867, 140 527, 794 
Wheat Bushels | 45,124) 90,055) 950, 723) 2, 535, 600} 995, 847| 2, 625, 655 
Total 6 basic commod- jo. . .|--- 2, 262, 651) | 5, 254, 991) | 7, 517, 642 
ities. | 

= mo a -} —= — == — = = : 

Total all commodities_.__|_........_.-. |------=+| 2, 285, 180} | 5, 972, 128) A 8, 257, 308 


IV. 1956 Acreacr Reserve Program (ARP) 


A. ALL COMMODITIES 


In 1956, participants in the ARP executed 529,448 agreements 
totaling $260,362,982. These agreements covered a total of 12,211,838 
acres of land or 9.6 percent of the total allotted and corn base acreage 
for all commodities. The average compensation per agreement was 
$475.18 and the average compensation per acre was $21.32. The 
details of the operation of the program as it applied to all com- 
modities are being set forth in this section of the report under appro 
priate caption. 

1. Initiation of program and requirements 

The ARP was initiated on June 8, 1956, when the Secretary 
announced requirements for participation in the program. A pro- 
ducer of any of the six basic commodities who desired to participate 
in the program signed a uniform contract agreeing to comply with 
the regulations of the program. The regulations provided that acre- 
age designated for the ARP must: 

(a) Be representative of the land used for the crop. 

(6) Result in the harvesting of an acreage of the basic crop less 
than the farm allotment or soil bank corn base acreage, and 

(c) Not be grazed, cut for hay, or cropped for the entire 1956 
calendar year. 

Noxious weeds must also be controlled on the reserve acreage. 
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Under section 103, (a) of the act the Secretary subsequently relaxed 
restrictions on grazing in 678 counties in 11 States through January 
31, 1957, as a special drought disaster assistance measure. The Soil 
Bank Act prohibited grazing of land under ARP agreements except 
in emergeney conditions and then only on certification of the Governor 
of the State and approval of the Secretary of Agriculture. The first 
approvals under this requirement were announced July 6, 1956. Graz- 
ing on acreage reserve was only for the benefit of the producer’s own 
livestock. Leasing by the producer of the soil bank acreage is pro- 
hibited as being contrary to the purposes of the acreage reserve 
program. 

Since the objective of the ARP is to reduce surpluses, the Soil Bank 
Act provides that to remain eligible for an acreage reserve payment 
a farmer must comply with all acreage allotments assigned to his farm. 
There were two exceptions to this requirement in 1956, (1) any farm- 
er could produce 15 acres of wheat even though his allotment may 
have been below 15 acres and remain eligible for payment on other 
crops, and (2) any farmer could produce 1 acre of peanuts and remain 
eligible for payment on other crops. 

The 1956 ARP contained special provisions to enable farmers to 
participate. Any farmer who otherwise complied with the provisions 
of the ARP was eligible for payment if: 

(a) He underplanted his allotment or soil bank corn base and cer- 
tified that he underplanted in anticipation of complying with the 1956 
acreage reserve or because of adverse weather conditions ; or 

(6) He complied with the soil bank corn base or the farm allotment 
for a particular crop, but an acreage of the crop was not harvested due 
to natural causes; or 

(c) He entered into an agreement by July 20. As the county offices 
were unable to complete all agreements by this date, due to the ex- 
tent of participation, the closing date for entering into agreements 
was extended to July 27. 

(d@) He was in an area where the established final date for disposing 
of the commodity was subsequent to May 28 and he plowed or other- 
wise physically incorporated into the soil, or aan mowed, or cut 
the crop after May 28 and prior to June 30 or the established final 
date. The final date for compliance was extended to August 31, 
1956. 

He was relieved of his obligation under the agreement, if he was 
not entitled to any compensation under the agreement for 1956 be- 
cause of failure to perform such agreement in any of the following 
respects : 

(a) Failure to dispose of crops on designated acreage by final date 
specified. 

(6) Failure to meet minimum acreage requirements, 

(c) Failure to comply with all acreage allotments or corn base acre- 
age for the farm. 

2. National rates of payment 

The Department advises that the theory involved in establishing 
base unit rates was as follows: 

The base unit rates for compensation for eligible crops for the 1956 acreage 
reserve program were established on the basis of the factors specified in the Soil 


Bank Act. The act provides that “Compensation under this section shall be 
at such rate or rates as the Secretary determines will provide producers with a 
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fair and reasonable rate for reducing their acreage of the commodity, taking into 
consideration the loss of production of the commodity on the acreage reserve, 
and the incentive necessary to achieve the acreage reserve goal.” The payment 
rates for the 1956 acreage reserve program were determined on the basis of 
those factors. They do not all represent the same percentage of parity price, 
and they could not if they were to be “fair and reasonable.” These payments are 
designed to offset loss of net income when farmers put acres in the soil bank 
and take them out of current production. In simple terms, that means to make 
up the difference between out-of-pocket production costs and sales price. If 
production costs per unit are relatively higher for some crops, such as cotton, as 
compared with those for other crops, such as wheat, then the unit rate would be 
correspondingly lower. 


The national average rates for payments and the maximum and 
minimum acreage of basic crops which could be placed in the ARP 
were established as follows: 








Commodity National average rate Maximum Minimum 
phate tia $0.90 per bushel-._.......- The larger of half the soil- | The larger of 10 percent of 
bank corn base acreage the base acreage or 5 
or 50 acres. acres. 

nec isnceniehane $1.20 per bushel--_-.-_..-- The larger of half the | The larger of 10 percent of 
wheat allotment or 50 the allotment or 5 acres. 
acres. 

Mae helii $2.25 per hundredweight_..| The larger of half the rice Do. 
allotment or 50 acres. 

i ncsdines-ncammain $0.15 per pound..._....... The larger of half the cot- | The larger of 10 percent of 
ton. allotment or 10 the allotment or 2 acres. 
acres. 

Pearints...2....2122 $0.03 per pound. ........- The larger of half the allot- | The larger of 10 percent of 
ment or 10 acres. the allotment or 1 acre. 

Ri ninnccects~s $0.08 to $0.19 per pound..__| The larger of half the allot- Do. 


ment or 5 acres. 





Where the allotment was less than the specified acreage minimum or 
maximum, the total allotment was considered the maximum or mini- 
mum. 'The payments were determined as follows: 

(a) For underplanting the corn base or the allotment for cotton, 
rice, tobacco, peanuts, or wheat (when planted to spring wheat), the 
payment rate was based on the normal yield for the designated 
acreage. 

(6) For underplanting 1956 winter wheat, because of adverse 
weather, the payment was $4 per acre. 

(c) For destruction due to natural causes or for plowing or other- 
wise physically incorporating the crop into the soil, or for clipping 
mowing, or cutting the crop, the payment was based on the smaller of 
an appraised yield for the field or the normal yield for the farm, but 
not less than $6 per acre. 

Normal Min ps for each State and the counties within the State were 
computed y the Soil Bank Division, Washington, D. C., with the as- 
sistance of ASC State personnel. Normal yields for each farm within 
a county were established by the county committees of ASC, working 
within ranges established for each county. The appraised yields were 
established by the personnel of each ASC county organization. 
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3. Allocation of 1956 ARP Funds 


Mr. Reed Pond, assistant to the Director, Soil Bank Division, CSS, 
advised that no allocation of ARP funds was made to the various 
States when the program was instituted in June 1956, 


He explained that when the Soil Bank Act was signed on May 28, 
1956, it was imperative to make the program available to producers at 
the earliest opportunity. He said that, with the limited staff available 
to prepare regulations for the program and the necessary acreage- 
reserve contracts, there was no time available to allocate the funds to 
the States without delaying producer participation. He stated that 
the officials of the Soil Bank Division were aware that, because of 
the lateness of the program in getting underway, there was ]ittle possi- 
bility of the statutory monetary limitations for any commodity being 
exceeded. 

Accordingly, after the final date for signing agreements, July 27, 
1956, each State reported its participation in the program and an 
after-the-fact allocation of funds was made to cover the reported par- 
ticipation. He provided notice BU-67, dated September 5, 1956, stat- 
ing that this was the first allocation of funds to the various States and 
commodities. A summary of the allocation, by commodity, follows: 


Commodity : Allocation 

ti Ne cadet an it ales oociectasaas ecbbile abesiiaiy wade aumeir eas aeeia alien eelaaldtaaasa $180, 629, 284 
Wh OG 3 ib 5. he dl dn ein Se 44, 490, 882 
POOR. sh ncescpdlinctisnnciotn ceetens stp te hen tae stiastin ampeaia himceeaassh 591, 437 
TR ecattieatartecetpreen tevin teed Gitesis bcoeobicneh nidaebctathaneaaoclaadealaceneiapmae otapaaa 1, 386, 667 
a he dd iss ihc astubiiaie edna da die lenses secant ideas eta base alah pies de ae 27, 281, 778 
NING a tas tusins cineca bates ekceibe cstv enispessdpsilp Seabees eceaphaas cain Milano 6, 618, 699 

Total ..atu- ial ncaa alae atc ig in eR Sl sah aid 260, 998, 747 


Mr. Pond advised that the allocation of approximately $261 million 
represented the maximum compensation for ARP contracts executed 
in all States and, on January 17, 1957, these figures were revised to 
approximately $260.4 million. This reduction resulted from contract 
revisions and cancellations made by the various States as well as cor- 
rections coming to the attention of the various States when they were 
in the process of rechecking their figures. It is also to be noted that 
these revisions will continue until final audit of State figures has been 
concluded and a determination is made of the cases still unsettled. In 
view of this fact, all figures used subsequently in this report for the 
1956 ARP will be based upon a cutoff date of January 17, 1957, unless 
otherwise specified. 


91412—57—pt. 6——11 
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4. Obligation and Expenditure of 1956 ARP Funds 

_ (a) Obligation by commodity.—Set forth below is a schedule reflect- 
ing the national, participation in the 1956 ARP, classified according to 
commodity : 


Acres ap- | Number of Total ob- 
Crop proved | agreements ligations 
| signed 
= —— - - - | 
Corn | 5, 315, 578 | 314, 761 $179, 664, 064 
Wheat. | 5, 670, 441 | 110, 974 44, 739, 889 
Peanuts 44, 000 | 5, 310 5Y5, 626 
Rice_. 28, 162 | 1,117 1, 394, 294 
Cotton 1, 121,151 | 95, 669 27, 336, 091 
Tobacco: 
Flue-cured 10, 329 | 6, 093 2, 105, 819 
Burley > | 4, 130 5, 823 803, 255 
Maryland. 3.915 | 1, 104 547, 554 
Dark air-cured 919 1, 125 98, 250 
Virginia sun-cured 1,779 | 1, 208 | 231, 032 
Fire-cured } 2, 404 | 1, 798 296, 729 
Cigar filler 42-44 | 116 | 53 15, 844 
Cigar binder—51 3, 525 758 1, 155, 225 
Cigar binder—52 3, 220 | 957 1, 058, 061 
Cigar binder-4 345 | 147 44, 707 
Cigar binder-55 1, 820 1, 027 276, 452 
Tobacco subtotal 32, 502 | 20, 093 6, 633, O18 
Grand total... 12, 211, 834 547, 924 260, 362, 982 


From a review of the above schedule it will be seen that the per- 
centage of share, based on dollar participation by each commodity, 
was as follows: 

Percent 
of dollar 


Commodity : participation 
Corn__- in mese ase seécee : wad 2x45 69. 00 
meee i OEE VA ET Tee ie OT Se ee See es 
SI Pik on aie ae a ad Bie tae ee ere Oe 0. 23 
See OER tae S eee Ae AA TR Ae) 4 oth Oo bee Oke ae 0. 54 
Speen 2 Sor os eek ca hat deta heen iis toe 10.5 
RCs 4 i Lob eet eda ts els ws . gs ee er) ere 2.55 

UE ih ae eee . ieibilee ost __ 100.00 


(6) Obligations by State—A further analysis of the funds allo- 
cated under the 1956 ARP is set forth in the schedule appearing on 
the following page, which reflects the participation within the various 
States. Across the bottom of the schedule, the average maximum 
compensation per agreement and the average compensation per acre 
are reflected for each commodity as well as for the various types of 
tobacco. f 
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A review of the schedule shows that three States—namely, Maine, 
New Hampshire, and Rhode Island—did not participate in the pro- 
gram. Mr. Reed Pond, previously mentioned, advised that the pro- 
gram was voluntary, open to all producers of the 6 basic commodities, 
and the reason these 3 States did not participate was because little, if 
any, allotment or base acreage crops are grown in these States. 

he reasons for the heavy participation by Iowa, Nebraska, Texas, 
and Illinois, the largest participators, whose share of the total ARP 
was approximately 52 percent, will be set forth later in those sections 
of the report covering the results of investigation in these specific 
States. 

(c) Eapenditures ARP.—Producers were compensated 
through the issuance of negotiable certificates which CCC redeemed 
in cash, or at the option of the producer in grains in lieu of cash (with 
respect to certificates issued for grains). For purposes of redemption 
in grains, certificates were v alued at 105 percent of the cash value. 

CCC-owned grains delivered in redemption of certificates were to 
be valued at the current price-support rate, including premiums and 
discounts, established for the class, grade, and quality of the com- 
modity at the location where delivery was to be made. 

As of January 31, 1957, negotiable certificates had been issued in 
pay ment of ARP contracts for 1956 in the amount of $246,043,411. 


Effect of 1956 ARP on acreage reduction—All commodities 

A total of 12,211,834 acres of land was placed in the ARP in 1956. 
This amount represents 9.6 percent of the total acreage authorized for 
the production of the 6 basic commodities for the year. 

A tabulation of this acreage classified by commodity is set forth 
below with a comparison of the total allotted acres or corn base acres 
for each commodity. 














Allotment or | Acreage re- | Percent of 
soil bank serveon | acreage re- 
corn base signed serve to allote 

Commodity, kind and type of tobacco | acres agreements | ment or base 
(2+1) 
(1) | (2) | (3) 
Corn. elas ban ee) “he _.| 51,000,000 5, 315, 578 10,4 
Wheat_- ee OP: Csi. . 55, 000, 000 5, 670, 441 | 10.3 
eee ban le ela bik Eat oes 1 1, 302, 789 44, 000 3.4 
Rice. ets. 1. 652, 596 28, 162 | 1.7 
Cotton... Md. cut Gis. 5 jee ah ; ated 1, 436, 609° 1, 121, 151 | 6.4 
Tobacco: | 
FJue-cured, 11-14. -............- saad 887, 575 | 10, 329 | 1,2 
Fire-cured, 21-23_____- 50, 113 | 2, 404 | 4.8 
Burley, 31__ -....- eeseeheu ; 308, 688 | 4, 130 | 1.3 
Maryland, 32. ___- ed nihil 53, 445 3, 915 7.3 
Dark air-cured, 35-36 _ _- é h : 20, 728 | 919 4.4 
Virginia sun-cured, 37__.--.- in a ‘ 5, 521 1, 779 | 32.2 
Cigar filler, 42-44 ‘ { 5, 050 | 116 2.3 
Cigar binder, 51. - _- stx 8, 382 3, 525 42.1 
3g ey ee ere . 6, 560 3, 220 49.1 
Cigar binder, 54___- geass 6, 388 345 | 5.4 
Cigar Binder, $6. -....-..<.-:..- 11, 612 } 1,820 | 15.7 
Tobacco subtotal__-_......._- ; iN 364, 062 32, 502 2.4 
re OOO. db wn. ccdaneucdbii ~ 997, 756, 056 | 12, 211, 834 


| $| 





1 Peanuts exclude Virginias and Valencias. 
2 Cotton includes both upland and extra-long staple. 
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The Soil Bank Division also furnished the following analysis of the 


acreage placed in the ARP indicating the number of acres disked or | 
plowed down in connection with the program. The staff’s comments 
relative to this analysis will be shown later in this report as each spe- 
cific commodity is discussed. 


1 


Total 1956 Planted acres | Total acres less 





Commodity Ia acreage reserve}  disked or acres prevented | 
acres plowed down Iemastreimtn ; 
pies Thousands ja Thousands ye Thousands , 
Corn 5,316 | 1, 680 3, 636 { 
Wheat 5,670 | 4,463 1, 207 
Rice_ 23 | 16 
Peanuts 14 1 5 | 39, 5 
Cotton. --- ‘ . 1,121 | 752 | 389 
Tobacco. bi3-Li [ iii | 32.5 | (2) (2) | 
{ 
epiesh Ss 36 Banas al 7 anda ' ( 
1 Includes underplanting, acres signed up but no payments made, contested acres, and the like. 
2 Data not available. 
In an effort to determine the amount of ARP funds which were 
devoted to disaster relief as compared to an incentive to reduce crop t 
production, the staff requested the Soil Bank Division to furnish sta- 
tistical data relative to the number of agreements, number of acres ] 
and amount of payments for contracts ex ecuted under ARP for land ‘ 
which had little or no productive potential because of drought, flood, ( 
or other disaster conditions. ( 
The Soil Bank Division supplied the staff with the following infor ‘ 
mation in this respect: ! 
There are no data available by State or commodity relative to the number € 
of farm operators, number of agreements, number of acres, and amount of pay- | 
ments or contracts executed under the acreage reserve program for land which t 
had little or no productive potential at the time the contract was signed due 
to drought, flood, or other disaster conditions. As indicated in our oral dis- 
cussions with you we feel that it would be extremely difficult to draw specific € 
quantitative conclusions regarding the productive potential of land placed in q 
the 1956 acreage reserve. A substantial amount of land affected by the drought, 
flood, and other disaster conditions was placed in the 1956 acreage reserve. 
Considerable winter-wheat land in some areas, seriously affected by drought, I 
has also been signed up under the 1957 acreage reserve program. This was I 
and is permitted by the programs. Rien. we have felt that it would be C 
next to impossible to develop data and draw conclusions which would reflect 
true relationships and comparisons. [Italic supplied.] 
The staff’s field survey indicated that in certain areas, particularly C 
in Nebraska and parts ‘of Iowa, North Dakota, South Dakota, and c 
exas, drought conditions were a primary factor in the heavy par- e 
T drought dit re a p y fact the heavy: 
ticipation in ARP. The details of the staff findings in this regard | I 
are set forth in later sections of this report under the designated a 
States. 
B. CORN—1956 ARP kb 
7 C 
The value of corn agreements executed under the 1956 ARP 5 
amounted to $179,664,064 or 69 percent of the total ARP of $260,- t 
362,982. 
1. Corn base acreage, 1956 r 
Corn acreage allotments for price support are established under g 
the “supply” formula of controlling legislation and for 1956, this 
legislative formula resulted in a national corn allotment of 43.3 million t 
acres. 
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The Soil Bank Act contains a provision which established a corn- 
base acreage of 51 million acres or 7.7 million acres above the 1956 
national corn allotment. The increase of 7.7 million acres represents 
an increase of 17.8 percent over the national corn allotment and we 
applied, for ARP purposes, across-the-board to each State, county, 
and individual farm corn allotment. 

To illustrate, if a producer had a corn allotment of 100 acres his corn 
base was 117.8 acres. He would plant his full allotment of 100 acres 
and still put 17.8 other acres of cropland in the corn ARP. Thus he 
would be paid for 17.8 acres in the soil bank without any actual reduc- 
tion of his original planted acreage. 

In answer to one charge made by Southern farm leaders that the 
1956 ARP was more attractive to corn farmers than to other producers 
because corn producers could participate in the program without re- 
ducing acreage whereas producers of other commodities were required 
to reduce from their established allotments, the Department supplied 
an explanation which is summarized as follows: 

When the soil bank program was being developed it was necessary 
to face a special situation with regard to corn. Corn-acreage allot- 
ment established under the “supply” formula had been reduced to a 
level which was not a realistic guide for corn acreage in the commercial 
corn area. In 1954, with a national allotment of 47 millon corn acres, 
only 40 percent of the corn farmers in the commercial area were in 
compliance. In 1955, the allotment was 49.9 million acres and only 
slightly more than one-half of the farmers « complied. In 1956, with a 
national allotment of 43.3 million acres, compliance could have been 
expected to be less than 40 percent. The Department stated few 
farmers would have been interested in reducing their corn crop below 
their relatively small allotments in order to take part in corn ARP. 

The Department further pointed out that for most of the basic 
crops other than corn, the law provides a minimum level for national 
allotments. This minimum applies when the supply formula of legis- 
lation would cut acreage to a lower figure. According to the Depart- 
ment, corn has no such minimum, and establishing the national corn 
base of 51 million acres represented a realistic step to restore a measure 
of equity to a situation out of balance. 

The staff makes no attempt to judge the merits or equities involved 
in establishing a corn base of 51 million acres for 1956. However, it 
does desire to point out that based on the average compensation rate 
of $33.80 per acre which was paid for corn in 1956 it would require the 
expenditure of approximately $260 million in ARP funds to reduce 
planted corn acreage to 43.3 million acres, the number of acres the 
“supply” formula indicated should have been planted in 1956, 

It 1s to be noted that the Soil Bank Act provided also that in Decem- 
ber 1956 a corn referendum would be held to determine if two-thirds 
of the producers favored the 51 million-acre base or the national allot- 
ment. Farmers voted 61 percent in favor of the corn base but since 
they failed to obtain the necessary two-thirds majority the basis a 
participating in the 1957 ARP is the national corn allotment of : 
million acres and the 51 million-acre corn base does not apply. 


2. Corn 





ARP participation 
In 1956, 314,761 corn acreage reserve agreements were executed 
totaling $179,664,064, covering 5,315,578 acres of land. The average 
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agreement amounted to $570.80, representing approximately 16.9 
acres at $33.80 an acre, 

The land placed in ARP represented 10.4 percent of the total corn 
base acreage of 51 million acres. 
8. Corn production 

(a) Comparison of year 1956 with prior years —According to the 
Annual Crop Summary, December 1956, prepared by the Crop Report- 
ing Board, Agriculture Marketing Service, USDA, the national corn 
production estimate for 1956 and prior years as well as the corn yield 
per harvested acre for the same period was as follows: 


| | 
| Production | Yield per 


in thousands | harvested 
of bushels | acre 


| _ 
| 


aire Bushels 
Se skektes osiccee 451, 292 | 45.4 
| 


1955. _- Re 4 ‘ 3 229, 743 40.6 
45-54 average _ 7 : : eae 3, 084, 389 37.1 


An official of the Agriculture Estimates Division, advised the 1956 
figures are the best estimates available at the present time. They 
will be revised in May 1957 and again in December 1957. He stated 
experience in the past has proven the revisions would be minor in 
nature. 

From the above figures it can be seen that production for 1956 in 
spite of the soil bank was 12 percent in excess of the 1945-54 average 
annual production and 7 percent in excess of the 1955 production. The 
yield per harvested acre for 1956 was 22 percent in excess of the 
1945-54 average yield per harvested acre and 12 percent in excess of 
the 1955 yield in this regard. 

(b) Year 1956.—More detailed information relative to 1956 corn 
production was also obtained from the Annual Crop Summary, De- 
cember 1956, which is as follows: 


“Corn: The production of all corn in 1956, at 3,451 million bushels, is 7 percent 
above the 1955 crop and is exceeded only by the record crop of 3,605 million 
bushels in 1948. While acreage has declined during the past decade, yields have 
moved upward. The current yield of all corn at 45.4 bushels per harvested acre 
is far above the 40.6 bushels in 1955 and well exceeds the previous record of 42.5 
bushels in 1948. An excellent crop was harvested this year in northern and east- 
ern parts of the Corn Belt, and in most mid-Atlantic, Rocky Mountain, and Pacific 
States. However, a severe drought for the second consecutive year held yields 
for 1955 and 1956 at comparatively low levels in the western Corn Belt area. 
Production of corn for grain is estimated at 3,081 million bushels compared with 
2,884 million bushels last year and the average of 2,782 million bushels. 

“The acreage of corn planted for all purposes at nearly 78.6 million acres 
declined 3 percent from the 81.1 million acres in 1955 and 7 percent from the 
average. The acreage harvested for grain, at 65.5 million acres, declined 3.2 
million acres from last year; silage at 6.6 million acres declined 0.4 million 
acres; forage and pasture at 3.9 million acres was practically the same as last 
year; and abandonment of 2.6 million acres was 1.0 million acres above 1955. 
Part of the abandoned acreage this year was drought damaged corn left unhar- 
vested. under the acreage reserve program which otherwise would have been 
utilized for some purpose. Growers were permitted to graze the corn acreage 
put in the soil bank in drought disaster areas. This acreage is included in the 
forage and pasture estimates. 

“The production of corn for grain in the Corn Belt States, at 2,458 million 
bushels, was well above the 2,248 million bushels last year. The Illinois yield 
for grain at 68 bushels per acre was far above the previous record of 61 bushels 
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for 1948, New record high yields were also set in Indiana, Michigan, Wisconsin, 
Minnesota, and Missouri. Ohio corn was planted late because of cool, wet 
weather and some acreage was damaged by September frosts, but the final yield 
was near the record. The severe summer drought in western Iowa, southeastern 
South Dakota, Nebraska, and northeastern Kansas, sharply curtailed the crop 
for grain in the area and caused considerable abandonment of diversion to silage 
or forage. Corn planting was completed a little earlier than usual in L[ilinois, 
lowa, Missouri, Nabraska, and Kansas, but a week or more later in Ohio, Indiana, 
and Minnesota. Rainfall and temperatures were nearly ideal during the summer 
months in eastern and northern sections of the Corn Belt. Frosts around Sep- 
tember 20 caught some acreage in the milk stage in the Great Lakes States but 
the crop dried well with the sunny October weather. Harvesting losses were 
heavy in Illinois, Indiana, Iowa,, Minnesota, and some other States as stalks 
were dry and brittle and the low moisture in corn caused extensive shelling by 
mechanical pickers. 

“Cool, wet weather during the growing season retarded the crop in most of 
the North Atlantic States but weather was generally favorable and yields were 
at record levels from New Jersey and Pennsylvania southward through North 
Carolina. Summer drought caused lower yields than last year in all South 
Central States except Kentucky where growing conditions were excellent and 
yield per acre a record. The irrigated corn in the Western States made excellent 
progress during the season and yield of corn for grain for the area, at 49.2 
bushels, was well above the previous record of 44.2 bushels in 1955. 

“The production of corn silage at 54.6 million tons exceeded the previous 
record of 53 million tons last year. Yields were above 1955 in all regions 
except the South Central where there was considerable diversion of drought- 
damaged corn to silage.” [Italic supplied. ] 


4. Payment for oats, clover, alfalfa, hay, and other crops at corn rates 

Regulations and instructions issued by the Soil Bank Division 
authorized participation under the 1956 ARP for the retirement. of 
corn acres within the corn base which were planted in oats, clover, 
alfalfa, hay and other crops and which were subsequently incorpo- 
rated into the soil, clipped, mowed, cut, or left unharvested. 

The regulations further provided that compensation to the producer 
for these crops would be based upon the unit rate established for 
corn multiplied by the normal corn yield of the acreage involved. 

An interesting illustration of these regulations in operation was 
agreement No. 1027, executed in McLean County, Ill. The operator 
of a 2,019-acre farm had a corn allotment of 570 acres. As a result 
of the Soil Bank Act the allotment was increased 17.8 percent to 
establish his corn base of 671 acres. The operator placed 169.3 acres 
of land in the ARP of the following crops: 


eee Uri ee ee ee er ee et fae as, ea 
Bores clover i. 21.2.4. sels ohh ek heh. Ji Pea ee Jul.) BGS 
Ts sr tethacincacoeue apa dis a eseibehin'sieiais on deat atid eaten ad ela net 


His compensation was based on a corn yield of 70 bushels per acre 
at a rate of 92 cents a bushel, or $64.40 per acre. Although he de- 
stroyed no corn, since his agreement covered 169.3 acres of land 
suitable for corn production, his payment under the soil bank 
amounted to $10,902.92. 

The extent of this type of ARP participation is illustrated in the 
following paragraph appearing on page 13 of the Annual Crop 
Summary, December 1956: 

“Oats: Oats production, 1956, was the smallest in 12 years. Estimated at 
1,153 million bushels, this year’s crop was 23 percent smaller than the near- 
record 1955 crop and 13 percent smaller than the average. The small crop 


was the result of a sharp reduction in acreage harvested for grain which, at 
only 33.6 million acres, was the lowest in 17 years. In addition to the usual 
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diversion of seeded acreage to hay, pasture, and other uses, more oats than any 
other crop were plowed up or destroyed in connection with the 1956 soil-bank 
program. The United States yield of 34.3 bushels per acre compares with last 
year’s near-record of 38.3 bushels and the average of 34.1 bushels.” [Italics 
supplied. | 

The staff points out that oats were not included in the six com- 
modities covered by the Soil Bank Act but the novel result of the 
aforesaid Department regulation in this regard was that the pro- 
duction of oats, an uncovered commodity, was sharply reduced. Corn 
production for 1956, as indicated previously, increased. 

According to the Department, the rates established for the six 
commodities in the Soil Bank Act were designed to make up to the 
producer the difference between out-of-pocket production costs and 
the selling price of the commodity. In 1956 the national support 
price for corn was $1.50 per bushel and the ARP payment was 90 
cents a bushel, indicating production costs of 60 cents. The national 
support price of oats for 1956 was 65 cents a bushel; however, under 
the conditions d>scribed previously a producer was reimbursed under 
the 1956 ARP on the basis of the national average rate for corn, or 
90 cents a bushel. In addition to this, the staff points out that the 
national yield per acre harvested for corn and oats are as follows: 


> 


| 
| Corn | Oats 
| 
Bushels | Bushels 
1956 __ . . ep hts i ese 45. 4 | 34.3 
1955 _ . id. . 40. 6 38.3 
1945-54 average - ea ; . : 37. 1 | 34.1 


Since, under the soil-bank regulations, the producer was paid on the 
normal yield of corn, he received not only a rate advantage but a yield 
advantage as well. 

For example, a farmer receiving credit for an average corn yield 
could receive a $40.86 ARP payment per acre (45.4 times $0.90) for not 
harvesting oats. Had he harvested the oats, assuming average yield, 
he could have received, under price support, $22.30 an acre (34.3 times 
$0.65). In this hypothetical example, the farmer not only receives 
almost twice as much for plowing under the oats, but is spared the ex- 
pense and risk of harvesting the crop and delivering it to a warehouse. 

It is not surprising, therefore, that the national production of oats 
would drop substantially in 1956 as indicated in the annual crop 
summary. 





5. Findings by States—corn 

The field survey included trips to the following 6 States whose par- 
ticipation amounted to $135,582,992, or 75.46 percent of the total corn 
participation in ARP: 


Bee ost ee SG Derren eee ok eS Ue Se le $54, 914, 506 
Meeraekn..; »-+40~+5>=> Di telat Athen nae ESA hm et eects ctolng te'pe spon de 32, 475, 555 
PD el a8 Et GR a RR ae ae I SR te le es i ees 23, 003, 599 
IED acc alee Cl er Se A ec pela gp eeet dk ck inn enanegsh 9, 802, 301 
ee me, Soo Boe ae ee es 8, 838, 910 
ps RE NGL EIS TE a oe SESS Ee ee Se ee pa Oe 6, 548, 121 

SS ew lh in cid nhanees Spidenip sade siaae 135, 582, 992 


The findings will be set forth under the designated State in the order 
that they appear above. 
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(a) lowa—corn.—lowa was the largest participant in the ARP for 
corn, with agreements containing maximum payments of $54,914,506. 
This was over $2214 million more than Nebraska, the next largest State. 
It had 66,638 agreements covering 1,289,414 acres. Iowa farmers de- 
stroyed 119,700 acres of corn to become eligible for the soil bank and 
654,631 acres were destroyed under ARP agreements. The ARP agree- 
ments also covered 634,783 acres that were not planted in corn. 

The following is a comparison of corn production for 1956 and prior 
years in Iowa: 


Production Yield per 








(thousand acre 
bushels) (bushels) 
1956 521, 679 51.0 
pees i> . ‘ | 522, 200 | 48, 5 
Average, 1945-54_.- sini — " ; 539, 996 {). 2 


It is noted that 1956 production was practically equal to 1955 produc- 
tion, and down 3.4 percent from the 10-year average. 

The staff visited the State ASC office and eight counties representing 
almost a third of the State participation. 

Discussion with three program specialists in the State office disclosed 
that a good part of the State was in the drought area and many coun- 
ties were declared disaster counties. Participation in the soil bank 
was heaviest in these counties. The opinion was expressed that 90 
percent of the agreements in drought counties were due to the drought 
continuing up to July 27, 1956, the final day for signing acreage 
reserve agreements. A large portion of the agreements were signed 
in the last few days, as a last-minute rain could have saved the corn 
crop. A tremendous burden was placed on some ASC county offices by 
the rush to sign acreage reserve agreements as the deadline came. 

Mr. Coldren ©. Glenn. State administrative officer, advised that 
only a dozen 1956 cases in Lowa are still unresolved. He said these are 
due to misunderstandings and confusion due to the rush of putting the 
program into effect in such a short time. He said much erroneous 
information was given to farmers, primarily by radio and television 
and in newspapers. He said a substantial number of agreements were 
amended to reduce the number of acres covered by the agreements. 
Authority to make such amendments came from the Soil Bank Divi- 
sion sometime after the Division stated the legal staff of the Depart- 
ment felt the Soil Bank Act was specific and the Department would 
stand firm on the collection of civil penalties where they were incurred 
by violations of the regulations. In one drought county, the ASC 
office manager said he had close to 150 cancellations of agreements, 
with the 2 principal reasons being confusion of farmers and rainfall 
in some areas. 

The counties visited in Iowa disclosed a more liberal method of 
establishing the rates of payments in agreements than was found in 
some other States. Field appraisals of corn being placed in the soil 
bank were not made in many cases. Sac County used the normal yield 
rate in all agreements signed by July 20, 1956. Boone County ‘used 
the normal yield rate in all agreements signed by July 24, 1956. They 
justified this method on the basis that rains could still have made a 
good crop. However, this position was not consistent with information 
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received in Woodbury County where field appraisals were actually 
made on many farms, Mr. Marvin Ashley, ottice manager, said the 
appraisals were from $1 to $5 less than the average ield, but the 
farmers did not complain because their crops had suffered so much 
from adverse weather they knew they could expect very little if they 
harvested. 

Iowa had three acreage reserve agreements over $10,000. The 
largest, for $49,278, covered 1,146 acres in a farm of 6,450 acres. The 
1,146 acres compr ised one-half the corn allotment. The farm had 
been planted to 2,726 acres which was over the corn allotment of 2,292 
acres. Actual corn destroyed totaled 1,586 acres, 440 to get w ithin the 
corn allotment and 1,146 in the ARP agreement for which payment 
was made at the rate of $43 per acre. This rate was the normal yield 
rate for the county. The contract was dated July 24, 1956, three days 
before the final date for signing. 

People interviewed in Iowa were generally of the opinion that the 
1956 ARP in Iowa had some effect in the reduction of corn in the 
State. Mr. Leo Sturgeon, program specialist, pointed to the acreage 
of corn destroyed totaling 774, 331 acres, but confirmed the fact that 
much of the acreage was in drought- stricken areas and would not have 
produced normal yields. In the nondrought areas where much of the 
acreage in the soil bank was not planted in corn, but represented other 
crops, it was held that the other crops destroyed were actually in 
competition with corn, and their destruction would have helped 
reduce the supply of corn. 

It was the consensus of opinion that the greatest benefit of the soil 
bank money was the relief afforded farmers whose crops were ruined 
by drought. One ASC chairman, Leslie C. Magnuson, Ida County, 
estimated the soil bank prevented the failure of at least 300 farmers 
in his county alone. 

(b) Nebraska—corn.—A total of 50,093 corn agreements were signed 
in Nebraska during 1956 representing. 1,437,371 acres with a corn pay- 
ment value of $32,475,555. The net average payment per acre for Ne- 
braska was approximately $22.60, representing an average yield of 
26 bushels per acre. 

Over 50 percent of the corn farms in Nebraska participated in the 
ARP for 1956. According to State officials this heavy participation 
was due primarily to serious drought conditions that had plagued the 
commercial corn counties for the past 2 2 years. 

County office managers described the period immediately preceding 
the terminal date for signing up in 1956 as “rather hectic.” The heavy 
signup for maximum acreage allowable came at a time when the corn 
crop was at a critical Stage and no moisture was forecast. The farmers 
had finished the 1955 crop season with practically a crop failure and 
the prospects for a 1956 crop were no better. In several county offices 
during the last few days of signup farm crowds approached mob eondi- 
tions and lines formed early in the morning and continued throughout 
the day. On the last day of signup farmers were assigned numbers 
and the processing of agreements was completed after terminal date. 
The condition of the corn was changing hourly due to the hot weather 
and dry winds which had for days swept the entire commercial corn- 
producing area. Many of the farmers advised that they had given up 
hope of recovering anything from their crops and placed their acreage 
in the soil bank. 
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Regardless of the critical condition of the corn at signup time most 
of the agreements were entered into with the rate of payment based 
upon normal yield. The explanation for using normal yield as a 
basis of making payments, rather than appraised yield, is that the 
condition of the corn was such that if rains had fallen immediately 
after signup and continued throughout the growing season the corn 
could have matured. Since the drought continued the crops were in 
most instances declared a total failure in 1956. 

Mr. Robert Webb, State administrative officer, advised that for the 
1956 crop season Nebraska had the second smallest corn crop in 15 
years and more than one-half of the corn that was produced was grown 
on a relatively small amount of irrigated land. 

Production figures for the 1955 ‘and 1956 crop seasons as well as 
the average annual production for the 10-year period 1945-54 are set 
forth below: 


Acres har- | Tots al produc- | Yield per 
| vested (1,000 } tion (1,000 | acre (bushels) 
acres) | bushe eS) 


1945-54 BEd AL tite 24s 7, 325 | 220, 863 | 


30, 2 
1955 as a . 7 aes 5, 968 107, 424 | 18, 0 
22. 0 


1956 a db coed. Sumi’: ie ea ad ade | 5, 312 | 116, 864 


Farmers interviewed stated that the soil-bank benefits were a bless- 
ing and a State official, Robert Webb, estimated that up to 90 percent 
of such payments in the State of Nebraska had the effect of drought 
disaster relief. 

Federal crop insurance was offered in 1956 to 10 commercial corn- 
producing counties. Due to the crop loss in these 10 counties insur- 
ance payments totaled $5,609,835, nearly $5 million more than in 
1955. 

Between July 23 and October 10, 1956, the Secretary of Agriculture 
authorized emergency grazing privileges on acreage reserve in 59 
counties, The emergency feed program has been “expanded to 49 
counties in Nebraska since the enactment of the soil-bank law. 

The State administrative officer and six county ASC office mana- 
gers advised that considerable confusion resulted in 1956 at the com- 
munity level due to extension of terminal dates for signing agree- 
ments, destruction of crops on designated acreage, release of acreage 
reserve for grazing, and failure to invoke penalties for noncompliance 
with provisions of the agreements. 

The extension of terminal dates for signing agreements from July 
20 to July 27, permitted the farmers who had ‘signed up early, the 
opportunity to reevaluate the condition of their crops and revise their 
contracts to include more acreage as the outlook of the crop appeared 
less favorable. It also allowed a greater number of farmers to par- 
ticipate who previously had decided that it would not be profitable 
to signup under the program but who changed their minds as prospects 
of raising a crop diminished. 

The granting of grazing privileges on the acreage reserve by coun- 
ties worked a hardship on some of the farmers. One of the require- 
ments for compliance with the corn acreage reserve contracts was 
that the crops growing on the designated acreage be destroyed and 
not be grazed or harvested. An exception to this requirement was 
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that if the Secretary of Agriculture designated a particular county 
as a disaster county, grazing privileges could be granted on the desig- 
nated acreage. Due to the severe drought counties were periodically 
being so classified. ' 

At the community level considerable difficulty was encountered in 
getting the farmers to comply with their agreements in destroying 
their crops by the dates set by the Department. This was due, at 
least in part, to the fact that the destruction date had been extended 
at least three times and certain counties were being granted grazing 
privileges. To destroy the crop or wait for a reprieve to make use 
of the crop was a difficult decision for the farmer considering his 
shortage of feed at that particular time. Those farmers who lawfully 
complied by promptly destroying their crops often felt cheated by 
not reaping any return from the designated acreage except their soil- 
bank payments. Those farmers who failed to comply promptly were 
later permitted to graze the designated acreage and also received the 
same rate of payment for soil-bank participation. This inconsistency 
about the program irritated those farmers who had conscientiously 
complied with the initial instructions and created the impression 
that the ASC county officials were incompetent and discriminatory in 
administering the program. 

Still later, the Department waived all penalties to be invoked 
against those farmers who had violated the contractual obligations 
of their agreements on the grounds that the program was a crash 
program and many misunderstandings may have arisen due to in- 
sufficient time to explain adequately the program to the farmer. 

At the State and county office level, certain comment was made that 
the Department may have established a precedent in the initial year 
in waiving the penalty provisions of the contracts. The officials stated 
that it may be difficult to enforce compliance in future years of the 
soil-bank program. It was even suggested that, if the farmer has no 
fear of being held responsible for his contractual obligations, he may 
weigh the financial returns of violating his contract against the bene- 
fits of complying. In such cases the soil-bank program would be 
used as a type of insurance which would defeat the principal objec- 
tive of reducing crop surpluses. 

(c) Illinois—corn—tThe staff visited the Illinois State ASC office 
at Springfield, Il., and four county ASC offices. These counties are in 
the cash corn belt and producers residing in them executed agree- 
ments totaling approximately $3.5 million. 

In 1956, Illinois producers executed 40,621 corn ARP agreements 
covering 485,367 acres of land and providing for maximum com- 
pensation of $23,003,599. The average agreement amounted to $566.30 
representing 11.95 acres of land at approximately $47.39 per acre. 

Based on a 1956 national corn allotment of 43.3 million acres, 
Tilinois received a corn allotment of 7,008,873 acres. As a result of 
the Soil Bank Act this allotment was increased 17.8 percent to estab- 
lish an Illinois corn base of 8,212,997 acres. The participation in 
ARP represented about 6 percent of this corn base. 

According to the Annual Crop Summary, December 1956, the fol- 
lowing is a comparison of the Illinois corn production for 1956 and 
production for prior years as well as the corn yield per harvested 
acre for the same period : 
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| Production | Yield per 

(1,000 bush- | harvested 
} els) aere (bush- 
els) 


1956 . gm 2 68.0 

1955 4 j 513, 576 | 56.0 

1945-54 acreage ‘ ; i ° a: | 57, 584 | 52.6 
} | 


From the above figures it can be seen that Illinois corn production 
for 1956 was 28 percent in excess of the 1945-54 average annual pro- 
duction and approximately 17 percent in excess of the 1955 production. 
The yield per harvested acre was 29 percent in excess of the 1945-54 
yield and 21 percent in excess of the 1955 yield in this regard. 

The annual crop summary indicated that the Illinois yield at 68 
bushels per acre was far above the previous record of 61 bushels in 
1948. Illinois ASC officials advised that the record corn production 
was due to the State receiving the right weather at the right time, 

and that the increase in production was not restricted to any one 
section of the State but that all areas of the State experienced about 
the same degree of increased production. 

They further stated that no area of the State experienced disaster 
conditions and therefore no 1956 ARP funds were obligated in this 
regard. 

While only 6 percent of the Illinois corn base acres were placed in 
the 1956 ARP, approximately $23 million had been obligated for the 
program in Illinois. The State’s production for 1956 was approxi- 
mately 85 million bushels in excess of the year 1955, and approxi- 
mately 131 million bushels in excess of the annual average production 
for the 10-year period 1945-54. These facts were discussed with 

various Officials of the Illinois State and county offices who made the 
following pertinent comments. 

Arnold Allen, program specialist, stated that since the soil-bank 
program was not initiated until after Illinois producers had com- 
pleted planting their corn in 1956, ARP did not represent a fair test 
as to what the program would accomplish. He was therefore reluc- 
tant to make any appraisal of the program other than to say he believed 
a good administrative job had been done in handling it. Mr. Allen, 
Joseph Chapman, Administrative Assistant, and John Hodge, farmer 
fieldman, Illinois State ASC office, stated that complying producers 
who had planted within their allotments participated in ARP by 
placing into the program a part or all of the land represented by the 
difference between the original allotment and the increased acreage 
established by the soil bs ink corn base. Mr. Allen advised on Febr uary 
8, 1957, that according to his most recent figures, corn acreage placed 
in the ARP as underplanted corn land amounted to 432,822 acres. 
He estimated that 40 to 45 percent of this land was in oats, 40 to 45 
percent in hay, and 10 to 20 percent in other crops and commodities. 

The staff, in reviewing soil-bank records, noted that to comply with 
ARP regulations Illinois producers destroyed 1,489 acres of corn in 
order to become eligible to participate in the program. In addition, 
13,790 acres of corn were destroyed by participants in the program. 
Therefore, out of the total Tlinois participation of 485,367 acres in 
the corn program, only 15,279 acres of corn were destroyed. 
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Mr. Allen pointed out that in examination of the program the staff 
should consider that, in 1956, 43 percent of the farmers complied 
with corn allotments under price support and their planted acreage 
amounted to 2.95 million acres. He said that, since approximately 
9 million acres of corn were planted in Illinois in 1956, the acreage 
pertaining to complying farmers represented only one-third of the 
total planted acreage in the State. He said that noncomplying farm- 
ers planted 6 million acres, or two-thirds of the total acreage planted 
in this regard. 

Mr. Allen and Sidney Caughey, chairman, Illinois State committee, 
a farm owner, stated another factor to be considered was that when 
complying farmers cut back acreage to comply with their allotment 
this slack is picked up by noncomplying farmers who planted addi- 
tional acreage. Mr. Paniaheer pointed out that for several years ap- 
proximately 9 million acres of corn are planted in Illinois annually 
irrespective of the allotments established in Washington, D. C. He 
also said that the larger seed companies in Illinois procure their seed 
requirements based upon this figure. Therefore, in the last analysis 
it 1s difficult to have a successful program for reducing corn produc- 
tion unless there is a high degree of compliance with all Government 
production adjustment programs. 

John Hodge, farmer fieldman, Danvers, Ill., and a farm owner, 
stated his duties cover nine of the largest corn counties in the State. 
He said in his opinion the principal reason for low compliance with 
allotments from a planted acreage standpoint was because the Gov- 
ernment in effect subsidized the noncompliers in its price-support 
program. 

He pointed out that, in 1956, the national price-support rate for 
corn was $1.50 a bushel for complying farmers and $1.25 a bushel for 
noncomplying farmers. He said the spread of only 25 cents encour- 
aged noncompliers to stay outside of allotments and make their 
money by planting additional acreage which resulted in increased 
production. He also said one way the Government could bring these 
noncomplying producers into the price-support program was “to cut 
the floor out from under them” and remove the $1.25 per bushel non- 
complying price-support rate; either that or to make the program 
more attractive to complying farmers by increasing the price-support 
rate per bushel for complying producers. 

Elmer Bane, chairman, and Chester Halane, vice chairman, McLean 
County committee; Al J. Somers, office manager, and O. A. Vollmer, 
chairman, Livingston County committee, who are all farm owners or 
operators, agreed substantially with the comments made by Mr. Hodge. 
They further stated that in order for ARP to be effective it must have 
a lighter degree of participation by producers. 

From the staff’s investigation, it appears that the pene: reasons 
why the 1956 ARP was not effective in Illinois in accomplishing the 
purpose of the act were: 

(1) The program was not initiated until after the planting season 
had ended, and of the 9 million acres of corn planted in Illinois, ARP 
acreage amounted to only 5 to 6 percent. 

(2) Of the acreage placed in the ARP only 15,279 acres of corn 
were destroyed and substantially all of the rest of the acreage in the 
ARP pertained to oats, hay, and other crops and commodities. 
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(3) Good weather, combined with a high degree of noncompliance 
with Government price-support programs and adjustment programs, 
resulted in a record corn production for the State in 1956. 

(¢) Minnesota—Corn.—A total of 24,062 corn agreements were 
signed in Minnesota during 1956, representing 256,214 acres placed 
in acreage reserve and a maximum payment of $9,802,301. The net 
average payment per acre for Minnesota was over $38, representing 
an average yield of 44 bushels per acre. 

In 1956 only 17 percent of the Minnesota corn farmers participated 
in the ARP, Of the 256,214 acres placed in the reserve only 23,921 
acres (about 10 percent) were seeded in corn. The remaining acres 
designated to reserve were either unplanted or seeded in a commodity 
other than corn, such as oats, flax, or barley. 

In 1956 only 35 percent of the farmers stayed within their corn 
allotment program, and produced 26 percent of the total corn planted 
within the State. Historic: ally, each year more farmers are not com- 
nlying with corn allotments in Minnesota, and estimates for 1957, 
becauba of the low national allotment, are that less than 20 percent of 
the farmers will stay within their allotments. 

The State administrative officer, E. J. Person, advised that partici- 
pation in the APR in 1956 was more or less “accidental.” He advised 
that, because of the lateness of the program in 1956, and anticipated 
good yields, farmers generally did not have much interest in the 
soil-bank program ; they were especially not interested in taking corn 
acreage out of production which had already been planted. However, 
farmers who had stayed within their original corn allotment could 
designate other acreage not necessarily seeded in corn and receive 
a “windfall.” 

Mr. Person advised that for the 1956 crop season Minnesota had 
the largest corn crop in its history. Production statistics are as 
follows: 


! 
| Acres har- |rotal produc-| Yield per 





vested tion (1,000 | acre 
| (1,000 acres) bushels) | (bushels) 
— — _ intl — — — — | _ 
3 ot ane 5, 451 | 238, 754 | 43.8 
5, 815 284, 935 49,0 
5, 734 | 329, 705 57.5 


Corn production in Minnesota in 1956 v yas up 38 percent ¢ over r the 
1945-54 annual average production and approximately 17 percent in 
excess of the 1955 production. The yield per harvested acre in 1956 
increased 30 percent over 1945-54 and 17 percent in excess of the 1955 
yield. 

There were no drought conditions in Minnesota and yields were the 
best on record. 

Mr. Person and State ASC Chairman Floyd E. Sjolander advised 
that because of the good crop conditions in Minnesota at the time 
the soil-bank program was launched very little interest was demon- 
strated in participating in the program. 

They advised that those farmers who stayed within their allot- 
ments put acreages in the reserve which had been planted to oats, 
barley, and flax. The State committee, Floyd Sjolander, Cyril § Sack- 
ett, nd Elmer Bridlie, advised that the oat crop had been damaged 

91412—57—pt. 6—12 
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by hot, dry weather in June 1956, prior to signup under the soil bank. 
The barley and flax crops were similarly affected by the drought and 
this acreage was also designated in the corn agreements. 

Redwood County ASC office manager, Mrs. “Doris Nelson, advised 
that signup for acreage reserve in 1956 did not create administrative 
problems such as were evident in certain drought States. The oat, 
flax, and barley crops had been ruined before the opening signup date 
and farmers had no need to wait for the terminal date to sign up. 

(e) South Dakota—Corn.—In South Dakota, 13,649 AR agreements 
were signed in 1956. These agreements covered 342,637 acres with 
maximum payments of $8,838 910. About half (173,838) of the acres 
in AR represented corn acreage destroyed, with another 38,357 acres 
of corn destroyed to become eligible for the soil bank. 

The following is a comparison of corn production for 1956 and prior 
years in South Dakota: 


Production | Yield per acre 
| (thousand | (bushels) 
bushels) 


Bicowiec ek. cibtle clon i i aie oe a 4 105, 952 | 28 
1955_. ee) ede hc seat 87, 318 | 21 


Average NO i sR ce ce acu ‘ > 106, 860 | 27 


It is noted that 1956 production was 18 million bushels over 1955 pro- 
duction and was down 1 percent from the 10-year average. 

The staff visited the State ASC office and five counties having almost 

one-half of the ARP participation in 1956. 
Mr. Ohmer Cook, chairman, and Mr. Robert Redlin, member, State 
ASC committee, advised that the South Dakota counties with the 
largest total payments were located in the southeastern corner of the 
State, adjacent to the States of Nebraska, Iowa, and Minnesota. 
Drought conditions covered the southernmost counties of Union and 
Clay, and extended to parts of adjoining counties. Interviews with 
ASC committeemen and farmers disclosed that the extent of participa- 
tion in the ARP was directly influenced by the drought conditions 
existing or threatening as the time for signing agreements drew to a 
close. Hail damage was another factor in getting farmers in the soil 
bank. 

In Minnehaha County, the weather was favorable and a good corn 
crop resulted. Most of the participation in that county was by farmers 
who had complied with their corn acreage allotment and were able to 
put acreage in the soil bank which had not been planted in corn. Of 
the 4,609 acres in the soil bank, only 576 had been planted in corn. 

Mr. Olaf Jacobson, State administrative officer, advised that the 
rate of payment in South Dakota was established by a field appraisal 
in all cases; that usually the appraisal was made before the AR agree- 
ment was signed; that appraisers were instructed to assume that 
normal weather would prevail following the appraisal; and that in 
most cases the appraisal was at the normal yield rate. The staff noted 
that many appraisals were lower, however, and this has led to a few 
appeals by farmers, some of whic sh are still unresolved. Mr. Jacobson 
said that another source of complaint in Lincoln and Union Counties 
is that the adjacent counties in Iowa (Lyon, Sioux, Plymouth) have 
rates of payment that are substantially higher than theirs. This is 
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due ot the difference in official normal yield rates as established by the 
Department of Agriculture. 

While the clamor to sign agreements at the last minute did not reach 
the proportions in South Dakota that it did in some other States, there 
was still a rush of new work that proved burdensome to the county 
ASC offices. The staff noted some administrative errors in completing 
the agreements, and some farmers have claimed they were given 
erroneous information and suffered thereby. At the State ASC office 
there were 96 cases of 1956 AR agreements that had not yet been 
settled. The delay was attributed to lack of manpower and the rush 
of other work ; however, continued delay could cause resentment among 
the farmers involved and some may be experiencing financial hard- 
ships while waiting for settlement of their cases. 

In reviewing the 1956 ARP the two State committeemen interviewed 
advised they believed the program was very beneficial to the South 
Dakota farmers whose crops were affected by adverse weather. They 
said the payments received were excellent insurance and helped to 
stabilize farmers’ income which they pointed out as one of the purposes 
= the Soil Bank Act. They also pointed out that the program did 

‘ause some reduction in corn acreage, as (1) some farmers under- 
ainened their allotments in anticipation of the soil bank, (2) others 
destroyed corn to become eligible for soil-bank participation, and 

(3) corn acreage actually put in the soil bank was destroyed. 

(f) K entucky—e orn.—The staff visited with Kentucky ASC State 
office officials and with officials of four counties. 

In 1956 growing conditions for corn in Kentucky were excellent and 
resulted in a record yield of 46 bushels per acre. Production was 84.4 
million bushels compared to 79.3 million bushels the previous year. 
This was in spite of a reduction of 100,000 in acres harvested. 

Department records show that in 1956 Kentucky had 18,481 ARP 
agreements covering 223,272 acres with total maximum payments of 
$6,548,121, an average of approximately $354.32 per agreement. The 
State records show the following acreage of corn destroyed: 


Acres 

TE: NR Ge artnet ce eh eee es : 805 
ie SI al a dite itn 5, 231 
TOL... sseuieinigs siteticomcioaniees onan aan cigheiatan eamadanemmcaediaman aaiaaelal Fa ae ee 


The acreage in ARP agreements above the 5231 acres of corn 
destroyed represents underplanting. Available records do not show 
what was on the underplanted portion of the ARP. On the basis of 
the State records, the soil bank in effect paid an average of $1,034 
for every acre of actual corn destroyed. It is realized, of course, that 
the other acreage put in ARP represents cropland or open pasture 

rather than acreage planted in corn. 

ASC officials advised that the only requirement for land going into 
the ARP was that it be classified as cropland and be suitable for the 
production of corn. This was said to include “noncropland ope 
pasture,” which need not to have ever been planted to corn and, 
fact, may have been open pasture for the last 20 or 30 years. The 
soil-bank specialist pointed out that such land could very well be 
more fertile than the average tilled land on the farm. 

The staff observed one case in Butler County, Ky., where the ques- 
tion arose as to the eligibility of the land designated for the ARP. 
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The local reporter (an ASC representative) visited the farm to 
measure the designated acreage and found shrubbery and brush on 
the land of about 6 feet in height. It was agreed that if the farmer 
would remove the brush and shrubbery it would be suitable for ARP 
designation. 

Mr. Roy C. Gray, chairman, Kentucky ASC State Committee, 
than in 1956. He said his decision on his corn acreage in 1956 was 
due to ideal weather and growing conditions and overcame a reduc- 
tion of about 100,000 acres from corn planted in 1955. He said he 
feels the soil bank had a part in the acreage reduction, as most of the 
agreements were based on certifications by the farmers that they had 
underplanted in anticipation of the soil bank. 

One ASC committee chairman advised that although the county 
records indicate that none of the 4,695 acres in the soil bank had been 
planted in corn, the records are in error, because he destroyed 3 acres 
of corn on his own farm to qualify for the 1956 ARP. The records 
reflect he had a corn base of 47 acres, planted 35 acres, and had 12 
acres in the soil bank for $646.80. In 1955 he planted 32 acres, 3 less 
than in 1956. He said his decision on his corn acreage in 1956 was 
arrived at independently of the soil bank and not influenced by it. 
He said he felt his own payment and most payments in his county 
were in the nature of gifts resulting from corn acreage being within 
allotments and, therefore, under the corn-base setup in the Soil Bank 
Act. He said that often many farmers will not plant their full allot- 
ments, and they would be eligible for soil-bank payments, although 
the reasons for underplanting might be due to factors not connected 
with the soil bank. He said off-farm work was one of the major 
reasons for underplanting. 

A partial analysis of the Nelson County records revealed that a 
number of farmers who received substantial payments under ARP 
agreements actually planted as much, if not more, corn in 1956 than 
in 1955. Examples are set forth in the following table: 




















| AR agreement Acres planted 
| Acres |Payment 1955 1986 
eaten 
$274. 40 21 21 
13 509. 60 1 5 | 
| 7. 274. 70 1 19 
| oi 509. 60 53 59 | 
a 98. 00 0 0 
12 411. 60 0 0 
| 26 1, 019. 20 10 35 


A Hardin County farmer advised that he was in the ARP in 1956 
with 13 acres underplanted. He said a mistake had been made in 
his farm-yield rate and his payment was on the basis of only 10 bushels 
Ss acre instead of his actual average of 35 to 40 bushels. He received 

124.80. He said, in his opinion, the soil bank was essentially a dona- 
tion to the farmers in his section of Kentucky. He based this opinion 
on his own experience. He had heard a little about the contemplated 
soil bank, but his decision as to the number of acres to plant was not 
influenced by the soil bank. He said he will put his entire 1957 corn 
allotment of 17 acres in the ARP and will sow it in grass. 
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C. WHEAT-——1956 ARP 


The value of wheat agreements executed under the 1956 ARP 
amounted to 17.18 percent of the total program. In 1956, 110,974 
wheat producers executed agreements totaling $44,739,889 covering 

5,670,441 acres of land. The average agreement amounted to $403.16 
representing approximately 51.1 acres at $7.89 an acre. 

The Soil Bank Division advised that of the $44,739,889 represented 
in the ARP wheat agreements, approximately $23.5 million pertained 
to winter wheat and $21.2 million to spring wheat. The spring wheat 
is further classified as durum wheat and other spring wheat. 

According to the Department of Agriculture, the land placed in 
ARP represented 10.3 percent of the total national wheat allotment 
of 55 million acres. 


1. Wheat production 

(a) Comparison, year 1956 with prior years.—According to the an- 
nual crop summary, December 1956, the national wheat production for 
1956, classified by types of wheat together with national wheat pro- 
duction for prior years, was as follows: 


Production 


{In thousands of bushels] 


| | | 


Year W inter | Other spring | Durum |} All wheat 
wheat | wheat wheat 
+e . rage bl De ee hh 
1956 td 734, 995 | 222, 605 | 39, 607 | 997, 207 
1955 ee ss . | 704, 793 | 210, 358 19, 580 | 934, 731 


1045-54 average... 873, 690 243, 636 | 30, 963 | 1, 148, 289 
| 


A comparison of the 1956 yield per acre for the three types of wheat 
with yields for prior years is as follows: 


1 | 


Winter | Other | Durum 
Year wheat | spring wheat | All wheat 
| wheat | 
ro st ; Prt lee Bess: B35 " bf. 
pebe 198 Te Oy. _bushels 20.6 | 18.9 | 16.6 | 2.0 
I ttn ciailh j ..do 20.9 17.2 14.5 19.8 
1945-54 average meet do._.-} 18.3 14.4 11.9 17.1 


| i | 


(6) Year 1956.—More detailed information relative to 1956 wheat 
production was set forth in the annual crop summary, December 
1956. The staff believes the following summary of this detailed in- 
formation is the most significant : 

Winter wheat: Production of winter wheat for 1956 was estimated 
at 735 million bushels, the third smallest since 1942. 1956 production 
was 4 percent larger than 1955 and 16 percent smaller than the 1945-54 
average. This reduction was avinahl caused by reduced allotments 
and a greater-than-average loss of seeded acreage. The 1956 average 
yield per acre was 20.6 bushels, well above the average of 18.3 bushels 
und only 0.3 bushel lower than 1955. 

Durum wheat: The 1956 production of durum wheat was estimated 
at 39.6 million bushels, over 100 percent larger than 1955 and 28 per- 
cent over the 1945-54 average. The increase in the 1956 production 
primarily resulted from increased acres harvested, higher yield, use of 
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new rust-resistant varieties in some States and a liberalized allotment 
program. 

Other spring wheat: The production for 1956 of other spring wheat 
was estimated at 222.6 million bushels, 6 percent higher than 1955, vet 
9 percent less than the 1945-54 average. The 12 “million acres har- 
vested in 1956 was 4 percent less than "1955 and 30 percent below the 
average. Yield per acre in 1956 was 18.9 bushels, as against 17.2 
bushels in 1955 and the average of 14.4 bushels. 

All wheat: The 1956 production of all wheat was estimated at 997 
million bushels, nearly 7 percent larger than 1955, but 13 percent 
below the 1945-54 average. Land seeded in wheat in the fall of 1955 
and spring of 1956 was 60.7 million acres, which was more than 14 
million acres below the 1945-54 average, but 4 percent more than 1955. 
In 1956, 49.8 oe acres were harvested for grain, 5 percent above 
1955, but 25.9 percent below average. The 1956 yield was 20 bushels 
which exceeded the record high of "19.8 bushels in 1955 and above the 
1945-54 average of 17.1 bushels. 

2. Findings by States 

The survey included field trips to the States of North Dakota, South 
Dakota, and Texas. North ata produces spring wheat, Texas pro- 
duces winter wheat, and South Dakota produces both spring and 
winter wheat with spring wheat predominating. The participation 
of wheat producers 1 in these 3 States in 1956 amounted to $25,430,067, 
or 56.88 percent of the total wheat ARP of $44,739.889. The findings 
which follow are set forth by individual States : 

(a) North Dakota wheat.—The survey included a field trip to the 
ASC State office at Fargo, N. Dak., and to three counties within the 
State. 

In 1956, North Dakota producers executed 26,749 wheat ARP agree- 
ments covering 965,056 acres of land and providing for maximum 
compensation of $13,689,191. The average agreement amounted to 
$511.76, representing approximately 36.08 acres of land at $14.18 per 
acre. 

Based on a 1956 national wheat allotment of 55 million acres, North 
Dakota received a wheat allotment of 7,244,345 acres. As a result of 
the Durum Act this allotment was increased by 536,331 acres to 
7,780,676 acres. The participation in ARP represented about 12.4 
percent of the North Dakota wheat allotment. 

North Dakota produces two types of spring wheat. They are other 
spring wheat atid durum wheat According { to the annual crop sum- 
sary, December 1956, the following 1 is a comparison of North Dakota 
wheat production for 1956 and production for prior years as well as a 
comparison of yield per harvested acre for the same period: 


PRODUCTION 


[In thousands of bushels] 





Year | Other spring | Durum All spring 
wheat | wheat wheat 
1956 | 98, 158 | 19. 600 117, 758 
1955 eaten tds odbbe <& Serengeti 96, 596 | 12, 740 | 109, 336 
1945-54 average se. | 95, 495 | 27, 495 122, 990 
| 
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YIELD PER ACRE HARVESTED 


{In bushels] 


| 








Other © spring | Durum All spring 
Year wheat wheat i wheat 
2008. otk ie SI SG Aa AAU a ’ 17.5 16.0 | 17.2 
a FE ca degitad a Oe ee ¥ 15. 5 13. 0 15.2 
1945-54 average ans 2, 12.6 12.0 12.6 





a il : | 

The production figures indicate that 1956 production was slightly 
below 1945-54 average for all spring wheat and slightly in excess of 
1955. The yield figures indicate a steady improve! ment over the 10- 
year average as well as over 1955 figures. 

Durum Wheat Act: In dise ‘ussing the production of spring wheat 
as well as the participation of certain North Dakota wheat producers 
in the 1956 ARP, one important statute which must be considered is 
the Durum Wheat Act. This law, which was approved on March 16, 
1956, provided for the increase in some wheat acreage allotments for 
1956 for the production of durum wheat (class IL) in the States of 
California, Minnesota, Montana, North Dakota, and South Dakota. 

All counties in North Dakota were designated as durum wheat 
counties under the act whereas in the other four States only specified 
counties were so designated. 

The staff was informed that the purpose of this act and two pre- 
vious statutes in 1954 and 1955 was to provide an incentive to certain 
wheat growers within the five States to grow durum wheat w!] hic th was 
in short supply and which was also a very desirable type of wheat. 

Under the mechanics of the bill, a producer who planted an acre 
of durum within his wheat allotment was granted a bonus of 2 acres 
on which the producer could produce durum wheat in excess of his 
allotment. As an illustration, if a producer had an original allot- 
ment of 100 acres for wheat and planted 40 acres of durum wheat and 
60 acres of “Other wheat” he was entitled to plant an additional 80 
acres of durum wheat. In other words, a producer with an original 
allotment of 100 acres who planted 40 acres of durum within his orig- 
inal allotment was entitled to exceed his allotment by 80 acres. The 
new authorized acreage of 180 acres was designated as a producer’s 
“conditional allotment.’ 

The increased acreage resulting from the operation of the Punta 
Wheat Act is over and above the statutory national allotment of | 
million acres which was in effect during 1956. 

The original soil-bank regulations and instructions as applied in 
the North Dakota ASC State office as well as the county oflices pre- 
cluded any producer of wheat from participating in the soil bank if 
he did not underplant or destroy acreage within his original allot- 
ment. However, on June 29, 1956, the North Dakota ASC received 
instructions from the Soil Bank Division, Washington, authorizing 
durum producers who exceeded the original allotment to participate 
in the soil bank. 

eer the North Dakota office received detailed regulations 
in this respect as well as the formula for computing acreage to be 
placed in the soil bank when Durum acres were offered. The applica- 
tion of the formula and regulations was astounding and puzzled the 
officials of the State office. The staff believes that the follow: ing illus- 
trations are the simplest way to show the regulations in practical 
operation. 
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A producer from Grand Forks County, Gilby, N. Duk., executed 
agreement No. 46-018-482 on July 16, 1956. He had an original al- 
lotment of 761 acres and planted 43 acres of spring wheat within his 
original allotment and the balance in durum wheat. Since the Durum 
Act provided a bonus of 2 acres for each acre he planted within the 
allotment, the producer planted an additional 568 acres above his al- 
lotment, or 1,286 acres of durum wheat. His conditional allotment 
was the 43 acres of spring wheat plus the 1,286 acres of durum wheat, 
totaling 1,329 acres of wheat. He destroyed none of it but under the 
formula issued by the Soil Bank Division he was considered to have 
underplanted his allotment of 761 acres to the maximum amount under 
ARP or 50 percent of his original allotment, namely 380 acres. The 
county ARP payment rate was $1.24 a bushel and the normal yield for 
the acreage involved was 22 bushels per acre. Applying this rate and 
yield his compensation was $27.28 per acre and since he placed 380 
acres in the program his payment amounted to $10,366.40. In con- 
sidering this payment, the staff desires to emphasize that with an 
original allotment of 761 acres he planted 1,329 acres of wheat. He 
destroyed none but still received $10,366.40. 

This producer was one of the biggest ‘ ‘cooperators” in the State’s 
1956 ARP but the staff noted that in 1955 he paid $3,206.94 in mar- 
keting quota penalties and in 1954 paid similar penalties of $18,124.96 
for exceeding his allotments. 

Two State representatives of. ASC stated that they were completely 
puzzled by the soil bank’s durum regulations and have not been able 
to understand how such payments would assist in the reduction of 
wheat as a commodity. 

One official stated that he recalled two brothers, whose names he 
could not recall, coming to one of the county offices to inquire about 
the operation of the soil bank as it related to durum wheat. 

One brother, who will be identified as A, planted 40 acres of durum 
wheat on his allotment of 40 acres. B had an original allotment of 40 
acres but he planted 42 acres of durum wheat, or 2 acres in excess of 
his allotment. A was informed in accordance with the soil-bank regu- 
Jations that in order to participate in the program he was required to 
destroy 1 acre of wheat for each acre he placed in the soil bank. B, 
who exceeded his allotment by 2 acres, was informed that he did not 
have to destroy wheat but that he, upon executing an ARP agreement, 
was eligible to receive a payment based on 39 acres of wheat which 
the county estimated to be valued at $15 to $20 an acre. He stated 
that A looked quite confused and B looked quite happy as they left 
the county office and the staff can readily understand it. It appeared 
to the officials of the North Dakota ASC office that the Department 
regulations had the effect of penalizing an individual who rigidly 
adhered to the wheat allotment and gave a premium to those who 
exceeded the allotment. 
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A representative of the Soil Bank Division, Washington, D. C., re- 
viewed the aforesaid illustrations with the staff and stated that such 
cases were entirely possible under the soil bank-durum regulations. 
He stated that when the soil-bank program was initiated no special 
instructions were written for durum wheat participation and the 
States in which durum was grown applied the general rule in accord- 
ance with the soil-bank requirements that any wheat producers, irre- 
spective of the type of wheat grown, could not participate in the soil 
bank unless they underplanted or destroyed acreage within their orig- 
inal allotment. 

He stated that within a few weeks when durum producers began to 
exert pressure to modify the original ARP regulations, the Soil Bank 
Division prepared new regulations for these producers and issued them 
to the States on or about June 29, 1956, 

He explained that the soil-bank officials were in a dilemma because 
they were faced with a problem of trying to reconcile two conflicting 
statutes, namely, the Durum Wheat Act and the Soil Bank Act. The 
Durum Act was aimed at increasing the production of durum wheat, 
whereas the Soil Bank Act was aimed at cutting back production of 
all wheat. He said that in order to place regulations into operation 
which were not in conflict with either statute it was agreed by officials 
of the Soil Bank Division that if a producer stayed within his original 
allotment it appeared the producer was not desirous of taking advan- 
tage of the durum law and, therefore, irrespective of the type of wheat 
he had planted within the original allotment, he could participate in 
the program if he underplanted or destroyed wheat within the 
allotment. 

With respect to the producer who planted durum wheat within his 
original allotment and received a conditional allotment to cover 
durum acreage planted in excess of the original allotment, the Soil 
Bank Division felt that the producer was complying with the principle 
of the soil bank because for every acre of durum wheat he planted 
within his original allotment it took out of production 1 acre of other 
spring wheat which was in excess supply. He stated that officials of 
the Soil Bank Division believed that the regulations issued based upon 
these interpretations of both statutes would allow a producer to stay 
within the provisions of two conflicting statutes. 

He acknowledged that many weird situations probably resulted in 
the operation of these soil-bank regulations but he believed any other 
regulation or formula would also result in weird situations. He ad- 
mitted also that certain producers in North Dakota who destroyed 
wheat to comply with the original regulations in participating in the 
soil bank probably would not have had to if they had waited until the 
new regulations were issued on June 29, 1956. In explaining the 
illustration used by the staff previously in this report, he supplied the 
following explanation for the formula utilized in computing under- 
planted acreage for ARP participation when durum acres were 
involved. 
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[Acres] 
inte rOTTs 
| Agreement A B 
46-018-482 
Abdo ads . dot a tes y ZL ii, i ore | 
. ‘ | | 
Original allotment. ._ _- } 761 40 | 40 
7 = 7 =| - — 
Planted wheat: 
Other spring acreage iu 43 | 0 | 0 
Durum acreage...__..........-_- | 1, 286 | 40 | 42 
aise 4 3 ey iO sk) Leth dh kdl 
Conditional allotment_-- 1, 329 | 40 42 
Less origina] allotment | 761 40 | 40) 
Excess over original allotment A < ; 568 0 2 
Divide by 2 . 284 0 1 
| ‘ : 
Original allotment: 
761 less 284_.._. 477 | 0 
B 40 less 1_-.- 39 
Less other spring wheat acreage | 43 | 0 0 
Total underplanted acres. 434 0 | 39 
Maximum for participation in ARP, 50 acres or 50 percent of 
original allotment whichever is greater 380 0 39 


He stated that the participant under agreement 46-018-482 and 
producer B were credited with 380 acres and 39 acres respectively of 
underplanted wheatland because in effect they cut back the production 
of Other Spring wheat to that extent. He pointed out that by plant- 
ing durum wheat within their original allotment they automatically 
eut back the production of Other Spr ing wheat on this acreage. 

He also stated that upon computing acreage to be placed in the ARP 
for durum producers the only further requirement was that the pro- 
ducer have acreage available suitable to the production of wheat 
equal to the amount of his ARP participation. In the case of agree- 
ment 46—018-482 this would be 380 acres and for B, 39 acres. 

On February 12, 1957, the records of the North Dakota ASC office 
indicated that. 362,942 acres of land had been placed in the 1956 ARP 
as acres not seeded in wheat or underplanted acres. Officials of this 
office stated that a major portion of these acres was considered under- 

lanted as a result of the regulations issued on or about June 29, 1956, 
o the Soil Bank Division. They pointed out that the durum counties 
situated in the northeast section of the State were among the heaviest 
participants in the 1956 program, and with respect to the 1957 ARP 
producers in these counties were holding back in executing contracts 
waiting to see if any other durum laws would be passed in 1957. 

One official of the North Dakota ASC office advised that since the 
Soil Bank Act did not distinguish between the various types of wheat 
and since its purpose was to cut down excess supplies of wheat, he did 
not believe that durum producers should have been allowed to partici- 
pate in the program unless they underplanted their original allotment 
or destroyed wheat acreage within it. He said that the technical 
method by which they became eligible and participated in the 1956 
ARP served no useful purpose in ‘reducing the production of wheat 

A representative of the North Dakota ASC stated that the ARP 
appeared to be “a handout or a giveaway” since payments were made 
to producers for so-called underplanting other spring wheat when 
in fact durum wheat was planted on that acreage. He stated that 
he was of the opinion that these durum growers should not have been 
entitled to soil-bank payments because they had been allowed an in- 
creased acreage allotment under the durum law. He said that he 
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himself received a check in this regard but did not feel right in cash- 
ing it but did so because he had complied with regulations and because 
other producers had received similar checks for so-called underplant- 
ing of other spring wheat. 

Another representative stated that the ARP when modified by 
the durum law resulted in it being “too much of a Santa Claus.” He 
said that a producer, previously described, who received over $10,000 
in soil-bank payments experimented with new varieties of seed from 
year to year and in 1956 he planted a new type of rust-resistant durum 
wheat which eventually resulted in his receiving the aforesaid sub- 
stantial check, 

Mr. Thomas Gartley, a farmowner and farmer fieldman in the 
southwestern section of the State, stated that he received many com- 
plaints from producers in his area because they had destroyed durum 
wheat before July 1 to be in compliance with ARP but had they waited 
until new instructions were issued they would have been paid for this 
acreage without destroying the wheat 

A county committeeman described the 1956 ARP as a Christmas 
gift for some producers. He said that by that term he meant the 
funds paid were a present = ee Government for farm producers 
because they underplanted whe: 

M. A. Monson, a farmowner iia an ASC county committeeman in 
Barnes County, was of the opinion that the durum law should be 
changed so that allotments could not be exceeded by planting durum. 
He said he felt the ARP in 1956 was not a beneficial one, since pro- 
ducers exceeded their allotments and were also paid for underplanted 
wheat. 

The durum producers received one benefit under the Durum Act in 
the increased acreage they received for the planting of durum wheat. 
The ARP payments made to them, in addition to the first benefit, 
represents simply a double incentive for planting durum wheat. 

Disaster relief: The records of the North Dakota State ASC office, 
when reviewed on February 12, showed that the total acreage placed 
in the ARP was 903,859 acres. This figure represented 362,942 acres 
classified as underplanted and the balance of 540,917 acres was classi- 
fied as wheat acreage destroyed. 

Officials stated that the major portion of the acreage destroyed was 
the result of a heavy drought experienced in the southwestern section 
of North Dakota in the summer of 1956. They also stated that this 
area incurred some hail damage during the same period. 

The statement of these officials is supported by the fact that four 
of the counties in the southwestern section of the State; namely, Bow- 
man, Stark, Adams, and Hettinger, were the largest participators in 
the 1956 ARP program. Their participation amounted to approxi- 
mately $2.9 million out of a total State participation of approximately 
$13.7 million. The severity of the drought and hail damage in this 
area is indicated by yield figures issued by the office of the agricul- 
tural statistician for North Dakota on January 31, 1957. These pre- 
liminary figures indicated that the yield per acre of wheat planted in 
these 4 counties ranged from 2.2 to 3.9 bushels compared with a state- 
wide yield per acre planted of 15.4 bushels. 

It can be seen that the two principal reasons for ARP participation 
in North Dakota were drought in the southwestern section of the 
State and the unusual durum regulations which affected the whole 
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State but were particularly significant in the northeastern section of it. 

(b) Texas—W heat.—In Texas, the survey included field trips to the 
ASC State office at College Station and to four counties in which 
large payments were made for wheat. 

In 1956, Texas producers signed 15,142 wheat ARP agreements, 
which placed 1,071,754 acres of farmland in the reserve for maximum 
payments of $6,229,561. The average agreement called for payment 
of about $412, covering approximately 71 acres at $5.81 an acre. Of 
the total farmland in ARP agreements, 958,621 acres had been planted 
and disked or plowed down. The remaining acreage in ARP was 
underplanted, sown in other crops, etc. 

In 1956, a total of 4,198,945 acres was allotted to Texas farms. As 
noted above, 1,071,754 acres, or 25.5 percent of the State allotment, 
was placed in the reserve. 

Winter wheat is the only wheat crop grown in Texas. Normally, 
such wheat is planted in the fall of one year and harvested in the 
summer of the following year. The normal planting season ordi- 
narily runs from August 20 to November 1. The harvest season is 
from June 21 to July 15. Thus, it may be assumed that, by July 27, 
1956, the final date for signing up under the 1956 ARP, most. of the 
Texas wheatgrowers had either harvested their crops or knew that 
their crops had failed. Less than 10 percent of the participation in 
the reserve was for underplanted acreage. 

The State administrator, Mr. Grover C. Carothers, Jr., felt that, 
in 1957, the ARP would be buying production, but that participation 
in the program in 1956 was primarily a result of the drought. 

Sherman County, which is in the northern part of the Texas Pan- 
handle adjoining Oklahoma, had a wheat allotment of 183,376 acres 
in 1956, of which 72,305 acres, or 34 percent, had been placed in ARP. 
In discussion with Mr. R. C. Buckles, chairman of the county com- 
mittee, Mr. William Harland, Jr., county committeeman, and Mr. 
Vernon Bullard, acting office manager, the comment was made that 
there would have been even greater participation in the program ex- 
cept that in some cases farmers had planted maize or some other row 
crop on the wheat acreage and there was a possibility that the farmer 
would get a better return from harvesting his maize. 

Despite the fact that more than 1 million acres were placed in the 
reserve and the seeded acreage was reduced from 4,308,000 acres in 
1955 to 4,050,000 acres in 1956, the wheat production in Texas increased 
from 14,326,000 bushels in 1955 to 26,388,000 bushels in 1956. How- 
ever, this production was still considerably below the 10-year average 
for the period 1945-54, which was 50,722,000 bushels a year. 

The fact that production in 1956 was well below the 10-year average 
appeared to be the result of the continuing drought rather than from 
positive actions on the part of farmers to cut down surpluses. Where 
a farmer had irrigated land and had sufficient water, in most cases 
he preferred to raise a crop and stayed out of the soil bank. This 
sentiment was expressed generally and confirmed by Mr. L. E. Will- 
bank, of Spearman, Tex., who owns 160 acres and rents 320 acres of 
irrigated land. Mr. Willbank stated that the soil bank is “not worth- 
while for irrigated land.” Most of the participation in the soil bank 
was in the Southern Plains area, which was seriously affected by the 
drought. 
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The Hansford County committeemen feel the program would be 
considerably improved if the final signup date was prior to the plant- 
ing season. In 1956 the final signup date was after the harvest date. 
The final signup date for 1957 was November 5, 1956, after the planting 
season, which ended about November 1. The farmers need to know 
before the planting season just how much acreage they may place in 
the soil bank, so that they can avoid the expense of preparing and 
seeding land which may go into the soil bank at a later date. However, 
this is not the point of view expressed by Mr. 8S. J. Lavake, a farmer 
from Sherman County, who would prefer to have the signup date for 
the soil bank as late as possible, so that he can use the soil bank as 
insurance if his regular crop fails. ’ 

The question as to the possibility that overall production might be 
increasing while acreage was being taken out of production by being 
placed in the soil bank was discussed. The ASC officials in Oldham, 
Hansford, and Sherman Counties stated that production on dryland 
farms cannot be increased by fertilizing. Fertilizer can be used only 
where there is adequate moisture. 

Production of most crops may be increased by irrigation. However, 
the feeling in Sherman Couhty is that irrigation will not be extended 
to wheat acreage. For the most part, the county committees believe 
that weather is the principal factor in controlling production on 
seeded acreage. 

A more difficult phase of the administration of the program is the 
preservation of the existing relationship between the tenant and land- 
lord. The regulations issued by the Department of Agriculture for 
protection of tenants and sharecroppers provide that agreements will 
not be entered into if it appears that the landlord has “unfairly * * * 
required” a tenant to execute an agreement whereby the tenant gives 
up any part of the compensation or any other right or privilege to 
which he is entitled. 

During the review of agreements the staff noted a number of cases 
where the division of the soil-bank payment differed from what 
appeared to be the usual tenant-landlord arrangement in the county. 
The Oldham County committeemen stated that where both tenant and 
landlord signed an agreement the division shown on the agreement 
was accepted unless a complaint was received. 

In Oldham County the staff noted several instances where affidavits 
signed by tenants were furnished by landlords. In these cases the 
tenant, for some consideration received, surrendered all claim to pay- 
ments to be received for acreage placed in the soil bank. 

Under the ARP, a participant agrees not to harvest or graze the 
acreage placed in the reserve and to keep the land free of noxious weeds. 
(In Eastland County an instance was noted where the county com- 
mittee refused to make payment on an agreement because the operator 
refused to cut down cockleburs and Johnson grass.) However, there 
is no requirement that participants in the program take steps to pro- 
tect the land from the wind-erosion hazard. In some of the Texas 
counties wind erosion is a considerable problem, because when one 
farm “blows” it causes the next farm to start to “blow” with a chain- 
reaction effect. 

The office manager of Oldham County in a memorandum to the 
State administrative officer noted that a few of the contract signers 
made no effort to stop the wind erosion. The county committee wanted 
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to know whether they could declare this a contract violation or could 
withhold payments to compel producersr to take care of their land. 
Mr. I. H. Lloyd, State program specialist for the soil-bank program, 
replied that the Soil Bank Act does not require participants to take 
steps to prevent wind erosion. 

In view of the danger to surrounding farms the question is raised 
as to the possibility of amending the regulations to require that land 
in the acreage reserve be treated to prevent its becoming a wind-erosion 
hazard. Mr. Thomas H. Miller, deputy director of the Southwest 
area office of the Commodity Stabilization Service in Washington, 
feels that a change in the regulations is not warranted. He said that 
any amendments requiring protection of the land would be difficult to 
administer and that there are very few instances where farmers are 
permitting land to blow. However, county officials feel that they 
should have the authority to require participants in the acreage reserve 
to protect acreage in the reserve. 

t can be concluded that in Texas the participation in the 1956 
wheat-acreage-reserve program was a direct result of the drought. 
By July 27, 1956, the final signup date for the 1956 program, the farm 
operators knew that their crops had failed. Those operators who had 
not replanted their failed wheat acreage in other crops placed the 
acreage in the soil bank at $6 an acre. The few farmers who did not 
plant winter wheat because of adverse weather conditions placed the 
wheat acreage in the acreage reserve at $4 an acre. 

(c) South Dakota—W heat.—The survey included field trips to the 
ASC State office at Huron, S. Dak., and to three counties where there 
was heavy wheat participation in the ARP. 

The normal planting season for spring wheat in South Dakota runs 
from about April 7 to April 25, and the harvesting season begins about 
July 21 and ends on August 10. Thus, by July 27, 1956, the final 
signup date for ARP, the wheat had all been planted and in most in- 
stances the harvest season was over or weather conditions were such 
that the farmer knew whether he would be able to harvest a crop. 

South Dakota producers signed 16,044 agreements under the 1956 
ARP. These agreements covered 753,103 acres of land for a maximum 
payment of $5,511,315. The average agreement was for approxi- 
mately 47 acres at $7.32 an acre for a total payment of about $344. 
Of the acreage placed in ARP, 600,505 acres planted in wheat were 
disked or plowed down. The remaining acreage was underplanted, 
sown in other crops, and so forth, 

The total wheat allotment in South Dakota was 2,810,270 acres. 
This included an increase of 105,200 acres resulting from the opera 
tion of the Durum Act. The acreage placed in ARP represented 
about 27 percent of the total allotment. 

Although the acreage planted in wheat was higher in 1956 than 
in 1955, the production for 1956 was considerably lower than in 1955. 
The lower production resulted from a reduction in acreage harvested 
and lower yields on the acreage harvested. A tabulation showing the 
acreage planted and harvested and the production follows: 
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1955 1956 
Acreage planted (1,000 acres): 
Other spring . a all 2, 082 2, 103 
Winter wheat -_- ; . A 385 424 
Durum ‘ ; | 75 210 
Total 2, 542 2, 737 
Acreage harvested (1,000 acres): 
Other spring ; } 2, 006 1, 264 
Winter wheat. _. } 323 317 
Durum } 71 130 
Total | 2, 400 1, 711 
Production (1,000 bushels): 
Other spring 21, 063 11, 376 
W inter wheat. - s 5, 652 4, 121 
Durum | 746 | 1,040 
Total tA ; 27, 461 | 16, 537 


| ' 


The acreage planted in 1956 was 7.7 percent higher than in 1955. 
However, although 94.4 percent of planted acreage was harvested in 
1955, the 1956 harvested aca reage was only 62.5 percent of the planted 
acreage, ‘The overall production of wheat in 1956 was only 60 percent 
of the 1955 production. 

For the most part, the participation in the wheat soil bank in 
South Dakota consisted of acreage that had failed because of drought. 
The statistics furnished indicate 600,505 acres of wheat were destroyed. 
Thus, only about 150,000 acres not sown in wheat were included in the 
soil bank. This would approximate the underplanting and is about 
20 percent of the total acreage in the ARP. 

Mr. Ohmer Cook, chairman of the State committee, and Mr. Robert 
Redlin, member of the State committee, advised that the greater par- 
ticipation in the soil bank arose from the failure of the wheat due to 
drought conditions. Members of the Brown County ASC Committee 
stated that almost 95 percent of the acreage in the soil bank would not 
have made a crop. Soil bank acreage on which the crop failed was 
paid for at the minimum rate of $6. Examination of files selected at 
random in the counties visited disclosed that most of the payments 
were at this rate. 

Most of the farmers participating in the wheat acreage reserve 
recognized that their crops had failed. In these instances where a 
farmer believed that his wheat would yield higher than the minimum 

rate, he could request an appraisal of the crop. Few instances were 
noted where such an appraisal was requested. In Brown County, 
where 1,321 agreements had been signed, the county committee esti- 
mated that fewer than 3 30 appraisals had been made. 

In Spink County the committee stated that the participation in the 
ARP was almost exclusively acreage that had been underplanted or 
where the crops had failed. This seemed to be the pattern in counties 
where some of the largest payments were made. 

In one South Dakota county, which had high acreage reserve pay- 
ments and where the wheat crop was almost a complete failure, some 
members of the county committee commented on the increased sales 
price of farmlands. They stated that sales prices had increased 50 
percent and the larger part of the increase occurred in the last 6 
months. The committee emphasized that this was no increase in 
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value but merely an increase resulting from the fact that speculators, 
nonfarmers, were buying farms with the intention of putting tenants 
off the land and placing the acreage in the soil bank. The committee 
stated that speculators would not be permitted to place their acreage 
in the soil bank at the expense of tenants. On this point the county 
FCIC agent commented that sales prices had increased, but that he did 
not feel the entire increase was due to the soil bank. At least part of 
the increase was attributable to the fact that a new dam was under 
construction which would permit farming on irrigated land. 

The possibility that landlords were displacing tenants so that the 
landlords could get the entire benefit of placing acreage in the soil 
bank was explored. Members of the State committee stated they had 
heard that this was being considered by some landlords who hoped 
to participate in the soil bank program in 1957. In addition, the local 
press noted that the State committee had received numerous reports 
of tenants being dispossessed by owners for soil bank purposes. 

Examination of the files at the State ASC office disclosed that such 
reports were referred to the county committees for verification with 
instructions to see that tenants’ rights were protected. The staff 
checked a complaint in Brown County about land being purchased in 
anticipation of being placed in the soil bank. In this case, the land 
had been purchased from owner-operators and there was no indication 
that tenants were being displaced. 

Instructions designed to protect the tenants’ rights were issued by 
the State committee. The staff was assured that county committees 
will not approve any contracts where there is any indication that 
tenants were removed from the land in anticipation of placing acreage 
in the bank. . 

In 1956 the South Dakota wheat program consisted for the most part 
of a drought disaster relief program. This is borne out by the large 
number of payments at the minimum price for crop failure. State 
and county officials as well as individual farmers agreed that the pro- 
gram had been a “lifesaver” for the farmer. 


D. COTTON—1956 ARP 


1. ARP participation (national) 

The value of cotton agreements executed under the 1956 ARP 
amounted to $27,336,091 or 10.5 percent of the total program. The 
maximum limit of payment to cotton producers authorized under the 
Soil Bank Act was $300 million. In 1956 cotton producers executed 
95,669 agreements covering 1,121,151 acres. The average agreement 
amounted to $285.74 representing approximately 11.7 acres at $24.38 
per acre. 

According to the Department of Agriculture, the land placed in 
acreage reserve represented 6.4 percent of the total national cotton 
allotment of 17,436,609 acres. 

The above figures represent both the upland and extra long staple 
cotton. 
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2. Cotton production (national) 

The following table sets forth the comparison of the cotton acreage 
harvested, lint yield per acre, and cotton production for the years 
1956, 1955, and the 10-year average of 1945-54. 





Production * 








Acreage har- | Lint yield per | 500-poun 
Year vested (1,000 | harvested acre | gross weight 
acres) bales (1,000 
| bales) 
| Pounds 
EN, Stat baat cree cacdeoubealet kutecanes cesasaawe 15, 651 408 13, 303 
SE Linkitiaqigtchetinintapdnnieishiminniyanacahian-mndnapieatinamwatalniit | 16, 928 417 14, 721 
Elicia ss winery tuipinigensas qin eanmdinneeidaniic hs aanigint eine | 


22, 060 283 13, 098 





! Production ginned and to be ginned. A 500-pound bale contains about 480 net pounds of lint. 


As indicated above, the estimated 1956 cotton production is approxi- 
mately 10 percent below 1955 and approximately 1.6 percent above 
the average production for the 1945-54 period. Acreage harvested 
in 1956 was about 7.6 percent below 1955 and about 29 percent below 
the average harvested for the period of 1945-54. 

According to the Department of Agriculture Annual Crop Sum- 
mary (December 1956), the United States yield per harvested acre 
for 1956 of 408 pounds has been exceeded only by the record high 
yield of 417 pounds in 1955 and is 125 pounds above the 10-year 
average for 1945-54 of 283 pounds. 

Staff members visited Texas, Arkansas, Georgia, Louisiana, and 
Mississippi, which States had about 59 percent of the total estimated 
production for 1956 and approximately 68 percent of the total 1956 
estimated cotton acreage harvested. Inquiries of State ASC officials, 
county committeemen and farmers in these States, reflected that cotton 
yield per acre has increased in the past several years due to additional 
fertilizing, irrigation, improved farming techniques, and favorable 
weather conditions in the majority of the States. The statistics of 
AMS verify that the cotton yield per harvested acre has increased in 
every State in 1955 and 1956 over the 10-year average of 1945-54. 

3. Findings by States 

(a) ARP participation.—The following schedule reflects the extent 
of the 1956 cotton ARP in the States visited by staff members as well 
as the United States totals: 


























| Acreage Number of | | Maximum 
State | allotment | RP } Acres ARP | ARP 
agreements payments 
eye tes i ee) ee | At oe bah wR SS! | / 

Texas ___- . ‘ 3 7, 410, 820 49, 038 | 872, 820 $17, 055, 594 
Percent of United States total................-.| 42.5 | 51.3 | 77.9 | 62.4 

| = = — 

Other states visited: } | 

FRATIONS ....... .<de--<2~--02--2-0-- mee 1, 424, 511 3, 097 | 16, 823 | $664, 287 
Louisiana__---------.---- UL Disc ctit | "610, 891 3, 552 23,442 | 1, 309,072 
Georgia Sepncccescequnian enyerwnesenses o<af 903, 221 7, 068 31, 177 1, 277, 609 
Mississippi_-__- 1, 646, 562 3, 101 13, 281 667, 811 
ee ee) ee 16,818|  84,723| 3,918, 77 
Percent of United States total._.._.___- 26.3 17.6 7.6 14.3 
Total for Texas and 4 States visited ___- 11, 996, 005 65, 856 ” 957, 543 20, 974, 373 
. fee 17, 436, 609 95, 669 1, 121, 151 27, 336, 091 
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The staff’s findings will be set forth under the headings of “Texas” 


and “Other States.’ 

(b) Tewas, cotton—Texas was the largest participant in the 1956 
ARP for cotton, with agreements containing maximum payments of 
$17,055,594. Their 49,038 agreements covered 872,820 acres, or 77.9 
percent of the total acres of 1,121,151 in the cotton ARP. 

The 872,820 acres placed in the ARP was about 11.7 percent of the 
total Texas cotton allotment of 7,410,893 acres. 

Planted acreage disked or plowed down under ARP was 610,398 
acres. The balance of the acreage of 262,422 acres includes under- 
planting, acres signed up but no payments made, contested acres, and 
the like. 

The following table shows the cotton acreage harvested, lint yield 
per harvested acre, and cotton production for Texas compared with 
United States totals for the years 1956, 1955, and the 10-year average 
for 1945-54: 


| 


Acreage harvested Lint yield per harvested | Production 500 pound 








(1,000 acres) acre (pounds) gross weight bales 
(1,000 bales) 
1945-54 1955 1956 1945-54 1955 1956 1945-54 1955 1956 
Texas 8, 574 6, 900 6, 225 194 281 278 3, 518 4, 039 3, 610 
United States totals--_--._- 22,060 | 16,928 | 15, 651 283 417 408 | 13,098 | 14, 721 13, 303 





Texas had approximately 40 percent of the total cotton acreage har- 
vested (15,651,000 acres) and only 27 percent of total estimated cotton 
production (13,303,000 bales) for 1956. Decrease in cotton production 
in Texas in 1956 was largely due to the drought. According to AMS, 
the harvested acreage in Texas for 1956 was down approximately 10 
percent from 1955 and a little more than 25 percent below the 1945-54 
average. The high yield of 278 pounds per acre in 1956 is an average 
of record high yields from almost 2 million acres of irrigated cotton 
combined with disappointingly low returns from dryland acreage. 
April moisture along the coast got cotton off to a good start. Crops 
in these counties “made” ahead of the drought although excellent early 
season prospects were lowered by failure to receive followup moisture. 
Dryland cotton in other districts was plagued by drought throughout 
the season and yields were below average. 

Participation in the ARP in Texas according to ASC State officials 
was in their opinion 50 percent disaster relief. ‘They stated that Texas 
as a whole had the worst drought in its history. They said they had 
difficulty in keeping the farmers from looking on the program as a 
drought relief program. 

One farmer in Somerville (Burleson County), Tex., advised that he 
considered the ARP as an insurance program while another farmer in 
Rule (Haskell County), Tex., advised that the drought brought him 
into the program and he felt the soil bank was “good insurance.” 

In 1956, farmers with the poorest prospect of yield, in view of the 
probability of continued dry weather in 1956, participated in the ARP. 
There was small participation by farmers who had irrigated farms. 
The 1956 ARP payment rates, according to ASC officials, were not 
large enough to draw these farmers nor those with the better produc- 
ing dryland farms not affected by the drought into the program. 
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Another of the major problems in ‘the 1956 ARP in Texas was 
in the determination of yields for the individual farms. ASC State 
officials, county committeemen, and farmers stated that the farmers 
generally did not consider their computed yields to be high enough. 
They pointed out that yields have been increasing on the planted 
areas in Texas for the past 3 years due to fertilizing, additional irri- 
gation, and improved farming methods. 

State ASC officials as well as county committeemen, fieldmen, and 
farmers feel the tenant farmer can obtain and needs the income from 
the production of his total cotton allotment in a normal year. They 
say the ARP has more appeal to the older farmer who due to age is 
willing to retire part of his land. 

(c) Other States—The 4 States of Arkansas, Louisiana, Georgia, 
and Mississippi had a total of $3,918,779 or approximately 14.3 per- 
cent of the total cotton ARP amount of $27,336,091. The 16,818 
agreements (4 States) covered 84,723 acres or about 7.6 percent of the 
total ARP acres of 1,121,151. 

The 84,723 acres placed in the ARP was about 1.8 percent of the 
total 4 States cotton allotment of 4,585,185 acres. The range in the 
percentage of acreage participation to the State acreage allotment 
ranged from 0.8 percent in Mississippi to 3.8 percent in Louisiana. 
Planted acreage disked or plowed down under ARP for the 4 States 
was 42,222 acres. The balance of the 42,501 acres includes under- 
planting, acres signed up but no payments made, contested acres and 
the like. 

The following schedule shows the total cotton acreage harvested, 
lint yield per harvested acre, and cotton production for the States of 
Arkansas, Georgia, Louisiana, and Mississippi. 


Production 
Acreage Lint yield per} 500-pound 
harvested harvested gross weight 
(1,000 acres) jacre (pounds)! bales 
(1,000 bales) 





1945-54 
1955 - 
1956 


Arkansas, Georgia, Louisiana, and Mississippi had approximately 28 
percent of the total cotton acreage harvested and 32 percent of the total 
cotton production for 1956. 

Staff inquiries showed the reduction in cotton production in Arkan- 
sas can be attributed largely to the decrease in the State cotton allot- 
ment from 1,529,704 acres in 1955 to 1,424,511 acres in 1956 which 
resulted in the harvesting of less acres. Average yield per acre in 
1956 was 506 pounds per acre compared to 545 pounds in 1955, which 
was the best crop year on record. 

Georgia State Administrative Officer John F. Bradley and State 
ASC committeemen expressed the belief that a decrease in allotments 
resulted in a decrease in cotton production in Georgia. Another factor 
concerning the decrease in cotton production in 1956 was the decrease 
in average yield per acre of 376 pounds in 1955 to 336 pounds in 1956. 
ASC State officials in Georgia said that 1955 was one of the best pro- 
duction years for cotton in Georgia’s history. 
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Decrease in cotton production in Mississippi was largely attributable 
to the decrease in cotton acreage allotments from 1,758,852 acres in 
1955 to 1,646,562 acres in 1956, resulting in the harvesting of less acres. 
Another factor concerning the decrease in the 1956 sentpihion was a 
decrease in average yield per acre from 570 pounds in 1955 to 486 

unds in 1956. According to ASC State officials, 1955 was one of the 
best production years in Mississippi cotton history. 

Joseph Bath, ASC program specialist in Louisiana, advised that 
cotton production has steadily risen in Louisiana during the past few 
years because of improved farming techniques and favorable weather 
conditions. Louisiana’s cotton production for 1956 of 585,000 bales 
exceeded the 582,000 bales in 1955 even though 55,000 less acres were 
harvested. 

Arkansas State Program Officer Nolan McGee advised that 60 per- 
cent of the acreage placed in the 1956 ARP was for underplanting 
certified to by the producer as being underplanted in anticipation of 
the soil bank legislation. He stated that a large number of the small 
hill-farmers had small cotton allotments which they did not plant 
because they were employed off-the-farm. McGee termed the partici- 
pation by these farmers as being due to “accidental compliance.” 

ASC State Chairman Robert A. Tindall, advised the large Arkansas 
delta farmer was not interested in participating in 1956 due to the 
Jateness of the program and since they had already undergone the 
expense of planting and that crop conditions appeared ideal. He also 
advised that the delta farmer is not satisfied with the rate of payment 
since yields have steadily increased in the last few years due to im- 
proved farming methods and the rate of payment is based on an 
average of low-year yields combined with high yields. The delta 
farmer is expecting continued high yields and believes he can make 
more by planting his acreage. 

One fieldman stated another factor which affects some farmers is 
the tieup between the ginners, cottonseed oil companies, bankers, and 
producers. These service companies are not in sympathy with the 
program because less production directly affects their income. These 
companies not only loan the Arkansas producer his operating funds 
but buy the product. The lender exerts an important influence on 
the producer’s decision to participate. 

Georgia State ASC Administrative Officer John F. Bradley, State 
committeeman, and Phil M. Hardman, district. fieldman covering 12 
counties in northeast Georgia, advised that considerable interest was 
exhibited by cotton farmers in the 1956 acreage-reserve program. 
However, participation was restricted by the lateness of the program 
inasmuch as cotton farmers already had planted their cotton and had 
made their investment in seed, fertilizer, labor, etc. Reduced cotton- 
acreage allotments for 1956 also made farmers reluctant to reduce their 
acreage further by placing acreage in the reserve. 

According to Richard Patat, program specialist, Soil Bank Division, 
Georgia State ASC office, approximately 8 percent of cotton farmers 
in the State participated in the 1956 ARP. Productivity of land 
placed in the ARP was believed to be not much below the average of 
other cotton land on the participating farms. Participation in the 
program was influenced by off-farm part-time employment of the farm 
operators. Another factor was the farm labor problem created by loss 
of tenants or sharecroppers to local industry or to other States. 
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Mr. Bradley and other State ASC officials estimated that not over 
5 percent of payments on acreage placed in the 1956 acreage reserve 
could be considered as being, in effect, disaster relief. Cotton on the 
acreage concerned had been damaged or partially destroyed by natural 
causes such as spot conditions of drought, hail or excessive wet 
weather occurring in Georgia during 1956. 

The Louisiana State program official, Joseph Bath, advised that par- 
ticipation in ARP in 1956 was due to a large extent to the small 
farmers who had small allotments. 

George Kimbrough, ASC State committeeman (Louisiana), stated 
that the large delta cotton farmer is not participating because he has 
his tenant arrangement established and does not want to lose the ten- 
ants. Mr. Kimbrough stated that if the tenant is not working on the 
farm he will move to the city to seek industrial work. Since the pro- 
gram is of short duration the producer has the problem of locating new 
tenants when the program is completed and at a time when farm labor 
is in short supply. 

Mr. Kimbrough also advised that the delta farmers are not satisfied 
with the rate of payment for cotton. He stated that the national- 
acreage rate of 15 cents per pound is not realistic in comparison with 
a loan rate of 34 cents for tithe staple upland cotton. He does not 


believe that the long-staple cotton produced in the delta area receives 
the same break as other upland cotton, such as is produced in Texas. 
State Administrative Officer Clarence Slack (Louisiana), stated 
that the ARP will continue to be attractive to the small producers in 
the less productive areas who have small allotments and are either 
contemplating retiring or have substantial off-the-farm employment. 


Mr. Charles W. Sullivan, Mississippi State ASC administrative offi- 
cer, advised that the lateness of the 1956 acreage-reserve program pre- 
cluded any possibility of effective operation in 1956. Cotton crops 
were already planted before the program was available. Approxi- 
mately, one-half of the acreage placed in the reserve which had been 
planted in cotton and was removed from production consisted mainly 
of cotton with a prospect of making a poor crop. Land placed in the 
reserve was believed to be of average productivity in relation to other 
cropland on participating farms. 

articipation of cotton farms in 1956 amounted to 2.7 percent on a 
State basis and 1.9 percent and 0.5 percent respectively, in the 1 hill 
section and 1 delta area county visited. As previously indicated, 
participation was greater in the hill section of Mississippi where the 
smaller producers are located and the fertility of the soil is less than 
that in the delta area. According to Mr. Sullivan and Mr. Robert R. 
Hodges, ASC Office Manager, as well as county committeemen in 
Madison County, a hill section county, factors influencing participa- 
tion of the small producer in the acreage reserve were small cotton 
farm allotments, lower productivity of land and opportunities for 
off-farm employment of the producer or his labor force in local 
private industry. 

ASC Office Manager Prentiss C. McLaurin and ASC committee- 
men in LeFlore County, Miss., in the delta area advised that the 
fertility of the soil and the large sized farms enabled greater use of 
mechanized equipment and made it more profitable for the delta 
farmers to produce a crop rather than place acreage in the reserve. 
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Another factor discouraging delta farmer participation, according 
to some officials, was the opposition of local groups concerned with 
the financing and/or marketing operations in the cotton industry, such 
as the local cotton factors, banks, cotton implement manufacturers, 
and cotton cooperatives. 

The consensus of opinion of officials of the State ASC and the ASC 
in the two counties visited is that the 1956 ARP did not effect any 
significant reduction in production in their areas. 


E. TOBACCO—1956 ARP 


1. Tobacco price support and surplus 


Mr. Joseph J. Todd, Productions Programs Branch, Tobacco Divi- 
sion, CSS, stated that the tobacco producers have consistently voted 
in favor of any proposed cuts in allotments and indicated that 
originally tobacco was not intended to be included under the soil 
bank program. 

Unlike the other basic commodities under the soil bank program the 
Government does not take title or assume ownership of colons except 
in rare instances. As of January 1, 1957, CCC had custody of 1,208 
million pounds (less an estimated 10 percent resulting from drying) 
as security for loan certificates. This inventory is reduced by sales 
through commission warehousemen or cooperatives and the cost to the 
Government for handling of the tobacco by the CCC has been negli- 
gible. The Tobacco Stocks and Standards Act of 1929 requires those 
holding tobacco to report quarterly to the Department of Agriculture. 
With these data the Department is constantly apprised of the amount 
of tobacco on hand. The tobacco industry to a large extent has op- 
erated a self-policing program and at present a rigid price support of 
90 percent of parity has been established. 


2. National participation—1956 ARP 

There are seven major types of tobacco grown in the United States 
which are eligible for participation in the soil bank program. Under 
the basic enabling legislation, $45 million was authorized for tobacco. 
There were 20,093 agreements executed, placing 32,502 acres in reserve 
and limiting the maximum available compensation to $6,663,018 or 
approximately 14 percent of the amount authorized. The average 
price per agreement was approximately $330.12 and the average price 
per acre was approximately $204.08. Of the total of 1,364,475 acres 
under tobacco allotments, the 32,502 acres placed in reserve represented 
only 2.38 percent participation. 
3. Findings by States 

Staff members visited the States of Connecticut, Kentucky, North 
Carolina, and Virginia, and selected counties in those States to obtain 
information relating to the soil bank program. Their participation in 
the 1956 ARP amounted to $4,100,665 out of the $6,663,018 approved 
as maximum compensation or 61.54 percent. 


.———_______—_- 
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By States, participation was as follows: 


Number of Acres in Maximum 
agreements reserve available 
compensation 








Connectieut: Cigar binder..___.___- ee ae i 4, 358 $1, 422, 857 
Kentucky: Fire and air cured, burley atietht n. ach inane : 3, 756 524, 158 
North Carolina: Flue cured, burley__......_......._....--.--- ; 7, 757 1, 649. 055 
Virginia: Flue, fire, and sun cured, burley, Maryland , 46 3, 173 504, 595 


19, 044 4, 100, 665 


(a) Kentucky, North Carolina, and Virginia.—Since the circum- 
stances regarding participation and nonparticipation in the soil-bank 
program for tobacco were found to be similar in Kentucky, North 
Carolina, and Virginia, the findings with respect to these three States 
are being summarized. 

State and county officials and producers stated that the limited 
participation resulted from the following factors: 

1. Wide disparity between soil-bank rate of payment and the exist- 
ing market price. 

2. Soil-bank regulations specified minimum and maximum acreage 
requirements for participation in the program, and in those instances 
where the farms were geared to top utilization of barn capacities and 
other facilities or full employment of available labor, compliance with 
such limitations was deemed by the producers not to be feasible. 

3. Desire of landowners to perpetuate longstanding agreements with 
qualified tenants to insure full-allotment production and maximum 
income from the tobacco crops. 

g, soil prepara- 
tion, and labor, had been concluded and in most instances seedbeds 
or even the final planting had been completed. 

5. Reluctance of the landlord to enter his allotted acreage in the 
soil-bank program, and pay the tenant on the same ratio as previous 
crops had been shared. Mr. Fielding K. Clay, the largest tobacco 
farmer in Dinwiddie County, Va., said that the net payment to the 
landlord was disproportionate to his capital investment and resulted 
in inequities. He said that the tenant, who had merely furnished 
his labor, could obtain employment in industry at prevailing wage 
rates and be fully compensated for the hours of labor, which labor, 
represents the total contribution the tenant had furnished to the prior 
year’s overall production, whereas the landlord had continuing re- 
sponsibilities and expenses on the land, even though crop planting 
may have been discontinued when the land was placed under the soil 
bank. 

In contrast to the foregoing, officials stated that participation in 
the soil-bank program was influenced by the following factors: 

1. Mr. Horace D. Godfrey, North Carolina State administrator, 
said that in many of the growing industrial areas, particularly in the 
Piedmont area, available tenant-labor has been abandoning tobaeco 
farming to work in industry and the owners have entered the crop- 
lands in the Soil Bank to preserve existing tobacco allotments. 

2. Mr. Zeno O. Radcliff, Jr., member of the States ASC committee 
for North Carolina, said that by virtue of the lateness of the 1956 
program some of the farmers who experienced crop damage, resulting 


4. Legislation was enacted after plane for financing 
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from weather, disease or other hazards, were attracted to the benefits 
offered. 

3. Mr. B. Harvey Parrish, chairman of the county committee, 
Johnson County, N. C., said that hurricanes in 1955 caused a reduc- 
tion in yields in affected areas and stimulated participation as 
insurance. 

b) Administration problems.—The lateness in enacting the legis- 
lation in relation to the normal planting dates created a major prob- 
lem in the administration of the 1956 program. The normal planting 
dates for tobacco range from March 20 to June 30. This resulted in 
ie being established in practically all areas before the passage 
of the act. 

Another significant problem arose because most of the agreements 
between landowners and tenants had been made before the passage 
of the act. This is especially significant because most of the tobacco 
is raised by tenants or sharecroppers. Officials of the Department 
advised that another of their problem areas in connection with the 
administration of the program was in instances where farmers who 
had not harvested any of their allotments in 1955 but had participated 
in the ARP in 1956. Further, the staff was advised that producers 
of Virginia sun-cured tobacco normally plant only 65 to 70 percent 
of their allotment, which resulted in these producers participating 
in the 1956 program for that amount of acreage which had heretofore 
been underplanted. The officials stated that these possibilities were 
recognized as a potentiality when the regulations were established. 
However, they felt if participation were to be limitedsto a certain 
percentage of the acreage harvested in 1955 this limitation would set 
off a chain of complaints from those affected producers alleging they 
were victims of discriminatory regulations. They stated many legiti- 
mate reasons establishing hardship could be advanced by the growers 
as i why they had either not planted a crop or had underplanted 
in 1955. 

The staff in its visits to Kentucky, North Carolina, and Virginia 
verified some instances of accidental compliance with the regulations 
regarding the program wherein a combination of circumstances quali- 
fied the producers to participate in the program. 

(c) Connecticut.—According to Mr. Philip F. Dean, State admin- 
istrator of ASC office, Connecticut, and Mr. Howard Goodrich, field- 
man, the tobacco-growing industry in Connecticut is in a precarious 
situation. 

They stated that only cigar-binder type of tobacco is grown in Con- 
necticut, the bulk of which is produced in Hartford County. 

During the past 3 years a new manufacturing process for cigar 
binders has been developed which has resulted in the demand by about 
50 percent for this type of tobacco being cut. This process enables 
the processors to use a cheaper grade of tobacco. Normally processors 
kept a 3-year supply of tobacco, but with the new process they only 
have to keep a 6- to 12-month supply. 

The full impact of this new process was first felt with the 1955 
crop. The bulk of this crop was not purchased by the buyers, but 
placed in cooperatives, and the farmers were paid the support price. 

Both these individuals advised that producers, both small and large, 
were vitally interested in ARP. They considered it a “lifesaver” to 
the tobacco farmer in Connecticut. This was evidenced by the fact 
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that in Connecticut out of a State allotment of 9,910 acres 4,358 were 
placed in reserve, or 43.97 percent. 

Tobacco growing in Connecticut is quite different from such opera- 
tions in the Southern States. Practically none of the tobacco in Con- 
necticut is grown on a tenant or sharecropper basis. It is done by 
landowners and hired employees. There are, however, many straight 
leases of tobacco allotments where the lessee pays a fixed rental fee 
and the lessor does not share in the production. 

Mr. Goodrich advised that very little tobacco was destroyed by 
farmers in order to be eligible for ARP. He stated that the producers 
anticipated some program under the soil bank and because of the late 
normal planting season (May 25 to June 20) the farmers were able to 
participate in the program by underplanting. 

4. Large producer participation 

Of the four States visited by the staff, there were only four pay- 

ments over $10,000 all of which were in Connecticut. The following 


reflects such payments : 
Amount 


Producer A (agreement No. 357) -.----------------. we bith hedninrh- denditdo mabe $40, 162. 55 
Producer B (agreement No. 542) be 29, 829. 51 
Producer C (agreement No. 501) 11, 047. 60 
Producer D (agreement No. 607) 10, 473. 95 

During 1956 Producer A and Producer C rented no tobacco allot- 
ments, therefore, all acres put in reserve came from their own allot- 
ments. 

Producer B and Producer D rented certain tobacco allotments from 
other farmers and the files show that these leases were executed before 
the passage of the act. 

While it could not be determined from the county records exactly 
what happened, an interesting situation appears to have occurred 
under the soil bank program with respect to the Producer B agree- 
ment. Mr. Goodrich advised that Producer A had leased a 100-acre 
farm with 88.41 tobacco acreage allotment. Producer A in April 1956 
subleased this farm for $10,000 to Producer B. This, together with 
his own allotment and other leased allotments, gave Producer B an 
allotment of 179.10 acres. Producer B then placed 50 percent or 89.55 
acres in acreage reserve. 

Assuming that he placed 50 percent or 44.20 acres of the 88.41 acres 
subleased from Producer A in acreage reserve, he would have received 
under soil bank at the rate paid him $14,931.64 (44.20 times $337.82). 
In other words Producer B after paying for his lease could have netted 
$4,931.64 and still had 44.2 acres for production. 


5. Tobacco production 


Although there was a decrease in acreage in 1956, the estimated pro- 
duction of tobacco for 1956 will be greater than the 10-year average 
(1945-54) but smaller than the 1955 production. Departmental, State 
and county officials advised that the increased production is the result 
of (1) improved varieties; (2) heavier application of fertilizer; (3) 
closer spacing of plants and other improved cultural methods: and 
(4) good to excellent growing conditions. The estimated production 
for 1956 for the cigar filler and binder type is considerably less than 
prior years. According to departmental, State and county officials 
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this reduction is due almost entirely to the new manufacturing process 
for binders. 


The oe table reflects the total production of tobacco of all! 


types authorized under the soil bank program: 
Tobacco production table* 


Numbers of acres harvested : 


mverege Weer-oe... le te abhhhd ibd thei 1, 679, 870 

ee a a ka Ei as dled ho ch poccmnbnerawerbinppigsonenee 1, 451, 900 

Na i ae Et ee Nd ll : sdellcnes qucosaiiticnd taken ad MT a 
Production (thousands of pounds) : 

Average 1945-54____.-...________ idodiiteeh LG i i i 2, 064, 092 

Reto ete eet ot CO! er lh LL 5 pi settle dices Byl Dapey Ch 

Se clic dik iecencts k tinacdhin ak senate Nata atin athe ig cacgaleh cepuipsenele in abiperiaiay tiara ap ergove nit 2, O77, 553 


1 The figures for 1956 are estimated since all production records are not yet available. 


The reduction of 1956 total production over 1955 is due to the large 
reduction in cigar binder and filler type. 


6. Rates 

Mr. Todd said that the rate to be paid under the soil bank was 
omer at the departmental level by a group of career Government 
employees who were thoroughly familiar with all conditions and could 
apply the variations to the separate types of tobacco in establishing the 
applicable rates. The established rate per pound, covers a range of 
between $0.08 per pound for cigar binder (T-54) with a maximum 
allowable payment of $154 per acre and $0.19 per pound for cigar 
binder (T-51) with a maximum allowable payment of $366 per acre. 

Mr. Willis Creech, a tobacco farmer in Wilson Mills Township, 
Johnson County, N. C., said that he did not enter his allotment in the 
ARP because he could only collect $293 per acre for not planting, 
whereas he could anticipate from $700 to $1,100 per acre from a normal 
yield and the continuing expenses of running the farm would not 
justify his participating. Also, he depended on tobacco for his main 
cash crop. 


7. Production costs 

Officials of the Department advise that there are no known accurate 
cost figures for tobacco production. Mr. Reed Pond, Assistant Direc- 
tor of the Soil Bank Division, said that several such studies have been 
made but there are so many variables to be considered that no accurate 
unqualified unit cost figure can be determined. 


F. RICE, 1956 ARP 


1. Rice, ARP participation 

In 1956 rice producers executed 1,117 agreements covering 28,162 
acres amounting to $1,394,294. The average agreement amounted to 
$1,248.25 representing 25.2 acres at $49.51 per acre. According to the 
Department of Agriculture, the land placed in acreage reserve repre- 
sented 1.7 percent of the total national rice allotment of 1,652,596 acres. 
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2. Rice production 


According to the Annual Crop Summary, December 1956, the fol- 
lowing is a comparison of United States production of rice for the 
years 1956 and 1955 and the average for the period 1945-54: 











Period Yield per acre Production 

Pounds 1,000 bags ! 
We Gee 6 AIA iat chi COAL Od tis 2, 254 42, 756 
1955... gas -eaipenemter=earnees dai lh, apap li cintetcli epee len dint 3, 061 55, 902 
1956 2____. re talame ieee npoe omens g i 3, 030 47, 402 








1 Bags of 100 pounds. 
2? Estimated at Dec. 1, 1956. 


This reflects a decrease in production from 1955 to 1956 of 15 percent 
which was attributed primarily to a reduction in allotments of 14.3 
percent. 

3. Findings by States 

Visits were made by staff members to four States whose participation 
amounted to $1,197,473 or 86 percent of total rice participation in ARP 
for 1956. In addition to State offices, visits were made to 6 ASC 
county offices in Texas and 1 each in Arkansas, Louisiana, and Missis- 
sippi. In view of the similarity of the information received, data 
from these States are combined, followed by comments from each 


State. 
State and amount of compensation, 1956 ARP 





Pe ssh celta tial ih kei alan I ct eg $494, 102 
NIN oO Soc on rea camara a cc eg ab nace oi demuibancnmaae-ataae 400, 825 
ee ee a Sed ah chad tole alg bieh cheb behead 81, 517 
POMNGS See in ia on bin ee i tis a ee 221, 029 

SE NOU Disicsth once = daiehinranietien acon soterettetian acedindaminiecalides San dee a sh tot te Pea te 1, 197, 473 


A comparison of the number of acres included in approved ARP 
agreements with State rice acreage allotments for 1956 is as follows: 


1956 rice | Number of 





State | allotments acresin | Percent 
| (acres) |} agreements | 

sienatbenalenidlnmabtlis Hj 
Arkansas. - . i ised dl ‘ pknw Sai 399, 084 9, 704 2.4 
Louisiana. -- ‘ 475, 094 8,079 | 1.7 
Mississippi - - - ‘ Sa : : 46, 683 1, 624 3.5 
Texas i 422, 390 4, 313 | 1.0 
Total d é " 1, 343, 241 23, 720 Ge 


1G 
(a) Texas.—Mr. I. H. Lloyd, ASC program specialist for Texas, 
stated that the lateness of the law was the main reason for lack of 
participation in the 1956 program. The usual planting schedules for 
rice begin in April and the early costs of irrigating and seeding had 
been incurred by the date of the law. The late date on which the law 
was passed was expressed by State and county officials in all four 
States visited as a factor or the major reason for lack of participation 
in 1956. 
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In Texas, State Committee Chairman R. G. Shrauner and County 
Office Managers D. C. Stephens and Foy Royder also stated that the 
few who did participate were influenced to some extent by the water 


shortage. 

An ASC official pointed out that in Brazoria County, Tex., 6 of the 
10 agreements entered into in 1956 were signed on the last day of the 
program. He stated that they had waited to determine the condition 
of the crop and had figured that the yield was going to be so low that 
it was more profitable for them to enter into the program and destroy 
the crop. This was in an area where the water shortage was a factor 
and Mr. Stephens expressed the opinion that these were really “insur- 
ance” cases since the yield prospects were low at signup time. 

J. W. Adams, Jr., Angleton, Tex., rice farmer and county committee- 
man, expressed the concern of many Texas rice farmers that allotments 
must remain on a producer basis rather than on a farm basis or many of 
them would be forced out of farming rice. This is due to the fact 
that most of them do not own the land they are farming. As far as 
the ARP was concerned he felt that the acreage limitation on partici- 
pation should be raised. This would help the small allotment holders, 
permitting them to put all of their allotment in and be in a better 
roan to work out a deal with the owner of the land they are 
easing. 

A. C. Coffman, Beaumont, Tex., county office manager, stated that 
the program was too late in 1956. Most farmers had planted and crop 
prospects seemed to be good. The county office manager in Liberty, 
Tex. signed up only two farmers in 1956 and they had not planted 
because of an expected shortage of water. 

(6) Arkansas—In Arkansas, Soil Bank Program Chief Nelson 
McGhee and Fieldman Coy Seifres said the law was too late and also 
that the acreage limitation was a factor since the water costs would 
be the same on the reduced acreage as on the farmer’s total allotment. 

Mr. Clyde Lieblong, State administrative officer, advised that crop 
conditions in Arkansas were excellent. Payments for approximately 
57 percent of the aereage placed in the acreage reserve was for under- 
plantings certified to by the producer as being underplanted in antici- 
pation of the soil bank legislation. 

Arkansas ASC officials advised that a large part of the rice agree- 
ments for 1956 represented underplanted rice lands which were ac- 
tually in rotation and had been idled for that purpose although the 
farm operators did certify that the lands were unplanted in anticipa- 
tion of the Soil Bank Act. 

They advised that acreage seeded in rice which was placed in acreage 
reserve represented for the most part whole fields. They further 
ointed out that the rate of payment for rice was more near the normal 
‘rm return than that of cotton and in 1956 did attract some participa- 
tion. 

(c) Louisiana.—Don Rockett and L. E. Landreneau, Louisiana field- 
men, said the law was too late and that the crop prospects indicated 
a good year. 

(d) Mississippi.—Charles W. Sullivan and Prentiss C. McLaurin, 
Mississippi State officer and county officer, respectively, both said that 
the program came too late to be effective in 1956 since the crops were 
already planted. 
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G. PEANUTS—1956 ARP 
1. ARP participation 

The value of peanut agreements executed under the 1956 ARP 
amounted to $595,626 or 0.23 percent of the total program. Maximum 
total compensation to peanut producers in the ARP authorized by the 
Soil Bank Act was $7 million. In 1956, peanut producers executed 
5,310 agreements covering 44,000 acres. The average agreement 
amounted to $112.17 representing 8.3 acres at $13.54 per acre. 

According to the Department of Agriculture, the land placed in 
acreage reserve represented 3.4 percent of the total national peanut 
allotment of 1,302,789 acres. 

The above figures apply to the Runner and Spanish types of pea- 
nuts. Producers of Virginia and Valencia type peanuts were not 
eligible to participate in the 1956 ARP. Acreage allotments for the 
latter types were increased for 1956 because of a shortage in the 
supply. 

2. Peanut production 
Information furnished by the Department of Agriculture reflected 


the following comparison of national production of peanuts (ex- 
cluding Virginia and Valencia types) harvested for nuts in 1956 with 


prior years: 


Acreage Production 
harvested | Yield per (thousand 
(thousand acre (pounds) pounds) 

acres) | 


| $$$ $$ | —_______.__ 


1945-54 (average) .._. om 1, 978 | 656 1, 297, 882 
363 | 1, 174, 008 


1955... a et ae 1, 360 
1956.___. ES O98 9 ae 1; 061 | 942 | 999) 794 


| 


As indicated above, the estimated 1956 production was 15 percent 
below the previous year and 23 percent below the average production 
for the 1945-54 period. 

Acreage picked and threshed in 1956 was 22 percent below 1955 
and 46 percent below the average harvested in 1945 through 1954. 

Although 1956 production, as well as yield, exceeded 1955 in the 
southeastern area (including Georgia), this production increase was 
more than offset by a 61 percent decrease in production in the south- 
western area (including Texas) resulting from an unusually severe 
summer drought and high temperatures in that area. As a result of 
the low prospective yield of nuts and the strong demand for hay, 
many southwestern area farmers dug and baled the crop for hay. 
The 261,000 acres picked and threshed in this area in 1956 were ap- 
proximately one-half of the acreage harvested in 1955. A decrease 
of 8 percent in 1956 production also occurred in the Virginia-Carolina 
area, 
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3. Findings by States 

Staff members visited the following 2 States where participation 
of peanut producers in the 1956 ARP amounted to $483,249 or 81.1 
percent of the total ARP for peanuts. 


State: Participation 
NR is OG oh cs UA i bn etn el eateeis _.. $400, 504 
ND i stated apereitich d nin hgeeses nie mai bikin sali ecnistanceenm sdlitdetasitata eatin atte teat 82, 745 

iss ath re Aig eins Reece cane om eo ae aes a ndeteacteay aie rete ene ee 483, 249 
Roe oe ta eA Jee Sn SB ud 112, 377 
iN ak Se ee Se Oe Se 


Comparison of acreage placed in the 1956 ARP with peanut allot- 
ments and percentage of farm participation in ARP in the two States 
visited are shown as follows: 








Texas Georgia 
IE ON nh 2k oe waeecomsiiencceeniséan bi eend vibitedadae 3, 202 843 
Nee en ee ne ee cL nawadnnadesites kisewitiaoniianad 34, 260 4, 071 
Number of eligible farms. ..................-.-.....-......-- sb cbinesentinn 19, 194 31, 714 
Percent of farm participation-_-_......--.-..-.-.-- sani oioeaeaine 16.7 2.7 
Acreage in allotments !____ P4 D54,.ceee sdb . Pe ety 356, 909 527, 710 


Percent of acreage allotments in ARP-__- wnt ieiNietate react telat et 0.8 


1 Excludes Virginia and Valencia type peanuts not eligible under ARP. 


Of the acreage placed in the ARP approximately 9 percent in Texas 
and 8.5 percent in Georgia had been planted in peanuts. The re- 
mainder of the land was unplanted or planted in other crops. 

John F. Bradley, Georgia State ASC administrative officer, at- 
tributed the small amount of producer participation in the 1956 ARP 
to the lateness of the ARP and the prospects of a more profitable 
return to the producer from crop production. Mr. Bradley stated that 
the ARP became available well after the 1956 peanut crop had been 
planted. 

In Texas the small participation in the ARP appeared to be due 
to the low ARP payments resulting from the combination of low 
normal yields established under the program and the low ARP rate 
of payment per pound. This was confirmed by Leston Bain, State 
ASC district fieldman and members of Eastland County, Tex., ASC 
Committee, who pointed out that the normal yield established for 
that county under the ARP was 407 pounds per acre compared with 
the average yield of 750 pounds per acre which the land is capable of 
producing. 

According to these officials, farmer participation in Texas was in- 
fluenced by severe drought conditions in the State; however, many 
farmers preferred to gamble on their crop despite drought conditions 
because of the low ARP payments. Payments were computed on the 
basis of reduced drought yields at the ARP national rate of 3 cents 
per pound, as compared to the price support rate of 11 cents per 
pound. In Eastland County the cost of planting (preparation of soil, 
fertilizer, seed, cultivation, etc.) amounted to 414 cents per pound. 

Farmers’ Home Administration representatives and Eastland 
County ASC officials stated that banks and other farm lending agen- 
cies in the county advised farmers who had outstanding loans or 
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desired to make loans, to plant peanuts and take their chances on 
making a crop because ARP payments were too low. 

A spot check of agreements in the above county indicated that some 
farmers placed unplanted land in the ARP which they certified to the 
county ASC as land unplanted due to adverse weather conditions, such 
as drought. 

Irvin Lloyd, program specialist, Soil Bank Division, Texas State 
ASC office, estimated that 50 percent of the ARP payments in the 
State could be considered, in effect, as disaster relief because of the 
drought. Eastland County ASC officials considered 80 percent of 
ARP payments in that county as disaster relief. 

In Gesigis 10 to 15 percent of the ARP payments were considered 
by Mr. Bradley and State ASC committeemen as disaster relief due to 

spot conditions of drought. 


Hi. VARIATION IN ARP COMPENSATION RATES 


1. By States and commodities 

Corn.and wheat rates were flexible even though national average 
rates were established for these grains. Fixed rates were used na- 
tionally for peanuts, rice, and cotton, but the rates for tobacco varied 
as to types. 

The rates for corn and wheat were based on 60 percent of the pre- 
liminary support price for 1956. These rates, which were established 
for each commodity in the Nation, take into consideration distances 
from markets for the commodities involved. Under the 1956 ARP 
the national average rate established for corn was 90 cents and for 
wheat $1.20 per bushel. Under the ARP the base rate for corn varied 
from 83 cents a bushel in Minnesota, North Dakota, and South Dakota, 
to $1.02 in New Jersey. The rate for wheat varied from 89 cents a 
bushel in Colorado to $1.36 in Maryland, New York, and Texas. The 
fixed rates used nationally were 3 cents a pound for peanuts, $2.25 a 
hundredweight for rice, and 15 cents a pound for cotton. Tobacco 
rates varied as to types ranging from 8 cents a pound for T54 cigar 
binder to 19 cents for T51 cigar binder. 

These unit rates were applied to appraised yields and normal yields 
established for producers in the various States. Appraised yields 
were utilized in determining the value of acreage destroyed due to 
natural or mechanical causes. However, the minimum rate on planted 
acreage was $6 an acre. Normal yields were utilized for computing 
the compensation due a producer for underplanting all commodities 
except winter wheat. For underplanting winter wheat due to adverse 
winter conditions a fixed rate of payment of $4 per acre was 
established. 

The corn yields varied from 72.5 bushels in Tlinois to 12.7 bushels in 
Kansas. “Wheat yields varied from 48.9 bushels in Idaho to 3 bushels 
in New Mexico. The cotton yields ranged from 900 pounds in Arizona 
to 66 pounds in Oklahoma. There were similar contrasts in yields, 
depending on State and county, for tobacco, rice, and peanuts. 

_ There is set forth on the following page a schedule showing the na- 
tional average rates of compensation under ARP for producers of 
each commodity compared with the average rate of compensation per 
acre for each State which produced the six commodities. A review 
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of the schedule will indicate wide variations in the average rates paid 
to producers of the various States resulting principally from the yields 
of the commodity for the State involved. The high rate for each 
commodity has been indicated by note 1 and the low in this regard 
by note 2. 


Comparison, average compensation rate per acre by State and commodity 






































State Corn | Wheat Cotton Rice Tobacco | Peanuts 

MOR cnicccnce-capccesengseqas $33. 80 $7. 89 $24. 38 $49.51 | $204.08 $13. 54 
Ph nin seanduamne uunaiooweddedad 4 eee 45.40 |__..--- | 169. 72 24. 54 
ei ncieaebicyie vasansan song gtigiemsntns ut OE! OI ct adn wi tna! 30. 69 
Bp. Se ts ah. 28. 07 | 5.34} 39.49) 50.92| 215.33 18. 73 
ID id wc onmninee ch pe ciinaheiddiaeebhnadin 6. 69 | 64. 30 | 47. 16 = ee 13. 05 
ee Se eae. Bee a cubutincenen Scahavenes | OO 15-50-25) Sinise cbbogetadeedeake 
Connecticut Sadivuminnelewbvesccnalnstepehiniete 326, 49 |......- 
I sii dceisiadiplee bint fete channel sche senna thakiweies eatesin 
Florida ae “ 40. 64 29. 38 | 210. 16 21. 36 
Georgia___..- i 40. 98 wana 100.0 20. 33 
ee : ad Ride lcnashemaiiel kes 
Illinois 29.15 --| 102.00 
Indiana... * 260. 21 
DitiuiGciinideatuesssurtdintan=ssnehent (GEE GEE Picdilivcctunbecchustcakeupuedd 
eld enn shunecnmhibeane | 221,65 nih 
Kentucky 53. 86 | 189. 55 a 
SiG 5:0 ok a ie negt cetnns gen sa~sy- | 55. 84 OE basse secs 21. 33 
Maine. .------ | (3) TS ae (3) 
PR deka bilbodadimadibod andhbns ‘ . 03 | nods ‘ 139, 82 |.......-. ; 
Massachusetts : ti. } ) aoe 
PR tpnccummaccone L . BE rite ixwn|nntaiith eaetageses 
ONION 5 5 oe wi nents spe bin wae ue i 3. — iclooeeeee seek t Seeeee 
Mississippi - - - ‘ ; Se ee saat 50. 28 | DY Tescetannes 2 7. 67 
PeeN 28. 38s a Lali 9. 30 | ’ 47.98 | 55.82] 295,48 |_....... i 
Montana al eee i aa 
FO ea uth eeends beedetdcddal, | OR!!! BARD Lo ci cceeneeletasensees 
A adhd dd a dhobbnctiebrameqccaasbpqetiqqupeseodierstécdagye SR Rid, atihii cinta dentelsadivalien apendan 
New Hampshire () (8) (3) (3) 
Be I Heel deb ok ben nsids salon dd anette 5g Re ever ece hb ih sect hati) 
a a na tanaal ak eatabes 5. 81 IG OE Bie ie adan 1 43. 50 
DR Rs Sie Wats edddededddadesdntimhededtacbduvdetn WOE Bh debe nk eeatsccidd sige scekend SPUN otek, 
I peek cheneptcn gic} aon Q 5.01 47.42 45. 00 BEE. BO i cuneeqene 
REED Adcadnddadnea onpnecaccces ine | E PPE BL clicunlekanghas tatnsuJaks thasds ated 
CL ie. Miodddé sce asks . 6. 21 - 215. 95 }......-..- 
IDS Soe thea cosas cones | 5.79 23.78 | _- sguslebincecaed 17. 94 
GIO... hodad Vdadcobt Bp Oe thle Ca Ab bel bik. dg, Li siladdes 
Pennsylvania... .... A fie ieee a cca ee eee 
Rhode Island-----_- wm WR @) ( 3) 
South Carolina----.- 2 4.08 42.31 2 27. 80 200. 61 16. 38 
South Dakota. --.--- DEE Lonéial tel ti edtidinieletth athunbluwugiiten « 
OTN chin Sid cechieebe ine nknncwwnad 7. 25 45. 98 1 65. 97 177. 38 20.75 
re Tul oct aera echagtipien atetcioseriamcke 5.81 219. 54 61.25 16. 69 

sae ee Si eer ie BE Oe behets 55S. hee ch St EDS SES 
Ns ofl hcp chn epplidenatiiomesiie vase) 328, 40 }._..-.-- 
Virginia sda denied atinea, 4.40 43. 46 159. 03 10. 25 
ee I oo aces cnineeb nh edd Sdininilents Bey Oh bh incl bs dia Jib cs 
Oe Te led cine EE OE ncomenerree 
WE 88 oa doe sdcccds~ncesees cnétiont PES. PP ads dodsns.lccedes POON Ee wc dnnee 
ein 6 bp a hn ata 46 645506 5405 ned] >- <6 pase 9. 10 eden d hbo h Sb Gn p ie Renee ed pa dd ceetds 





1 High State. 
2 Low State. 
3 No participation in program. 


The average payment per agreement ranged from $112.17 for pea- 
nuts to $1,524.04 for type 51 cigar-binder tobacco. Information was 
not available as to the lowest payments per agreement for each com- 
modity but the Soil Bank Division furnished data showing individual 
payments in excess of $25,000. There were no such payments for 
peanuts, 
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The following table reflects a comparison of the average compensa- 
tion per agreement with the highest payments for commodities listed 
below : 





Average Highest 
Commodity compensa- | payment per Locale of highest 
tion per commodity payment 
agreement 


$49, 278.00 | Odebolt, Kans. 

61, 354.50 | Colby, Kans. 

48,093.00 | Bryan, Tex. 

40, 162.55 | South Windsor, Conn, 
1, 248. 25 30, 737.22 | Alvin, Tex. 


(a) Variation in rates—North and South Dakota.—During the sur- 
vey the staff’s attention was directed to statements in the press by 
officials in South Dakota questioning the disparity between the rates 
= by the Government in that State as compared with North Dakota. 
Soil-bank records indicate the average payment per wheat acre in 
North Dakota was $14.18 and in South Dakota $7.32. 

ASC officials in South Dakota advised the staff that they carried 
out the soil-bank program in that State in strict compliance with 
departmental mained They said that producers in South Da- 
kota were particularly bitter because most of the payments made to 
them were at the $6 minimum rate for failed crops, whereas in 
North Dakota most payments were at an appraised yield that was very 
close to normal. 

They also stated that they believed the payments to their producers 
at the $6 rate were fair and South Dakota farmers were very pleased 
with the minimum payments until they heard about the higher pay- 
ments in North Dakota. 

It was ascertained that the Compliance and Investigation Division 
(C. and I.), United States Department of Agriculture, conducted an 
investigation in adjoining counties of both States to determine whether 
soil-bank appraised yields were made properly by the ASC commit- 
tees of both States. 

A press release issued by the Department of Agriculture, dated Sep- 
tember 25, 1956, claimed that the investigation disclosed that farmer 
committees in both States did a good job in appraising yields consider- 
ing the short time available to them for launching and operating the 
program. It further stated that the Department’s instructions per- 
mitted some latitude by the county committees in making appraisals 
and there was some variation in judgment used by these county com- 
mittees. This release indicated that appraisals in North Dakota aver- 
age somewhat higher than in South Dakota but that the average 
normal yields in North Dakota were 18 percent higher than those in 
the neighboring State. This release stated that large areas of South 
Dakota were plagued by a severe drought in 1956, and after appraisals 
were made weather conditions improved in both States which re- 
sulted in yields substantially in excess of their appraisals. The De- 
partment indicated this undoubtedly caused dissatisfaction among 
South Dakota producers. 

A North Dakota State ASC official advised this staff that the pro- 
gram in that State was carried out in accordance with soil-bank regu- 

91412—57—pt. 6——14 





208 


lations. He said that in doing so the officials of the North Dakota 
ASC interpreted these regulations as they affected their State without 
giving any consideration as to how some other State would interpret 
the regulations. 

He said he had received authority from the Soil Bank Division 
to make “desk” appraisals due to the lack of sufficient time and per- 
sonnel to make field appraisals. He also advised that by this he meant 
that it would not be necessary for ASC county committees to make 
individual field inspections. Appraisals were to be based upon the 
committee’s knowledge of crop conditions in areas within the counties, 
and the assumption could be made that good weather and normal 
growing conditions would exist after the time of appraisals. 

He pointed out that the difference in payments between the 2 
States could generally be attributed to the fact that the season in 
South Dakota is approximately 2 weeks earlier than in North Da- 
kota, and therefore at the time the appraisals were made North Da- 
kota crops had a better opportunity to produce a normal yield than 
those crops in the neighboring State. He said this was the most im- 
portant factor in the variation in yield appraisals in the two States. 
He also said that he had implicit faith in the judgment of the ASC 
county officials making appraisals and that they carried out their du- 
ties in a fair and equitable manner for both the producer and the Gov- 
ernment. 

I. COMPLIANCE AND PERFORMANCE 


The ASC county committees, under the supervision of the ASC 
State committees, are responsible for assuring performance and com- 
pliance with allotments, marketing quota, and soil-bank agreements. 


Prior to the initiation of the soil-bank program the county com- 
mittees utilizing farm reporters visited each farm within their coun- 
ties to measure allotted acreage and to check performance and com- 
pliance of the producer with respect to price-support and marketing- 
quota programs. With the advent of the soil-bank program, which had 
a direct relationship to the price-support program, the detailed re- 
ports filed by these reporters relative to the acreage of each farm, as 
well as maps and aerial photographs of the farms, were utilized as the 
basic data in the handling of soil-bank compliance procedures. 

Farm reporters were trained by county supervisors in the proce- 
dure of checking compliance and performance of soil-bank agree- 
ments. The county supervisors had previously been schooled by 
State performance supervisors. Farm reporters visited each farm 
and measured the acreage placed in the reserve and determined that 
participating producers complied with the soil-bank crop-disposition 
and grazing requirements. 

County supervisors made frequent spot checks of farms covered by 
the farm reporters to determine that they were properly inspecting 
the farms. As a further check the State performance spot checkers 
made checks on the county spot checkers and farm reporters. With 
respect to the check on compliance and performance it was generally 
recognized by the officials administering the program that the best 
policing is accomplished by the neighbor producer. 

The Soil Bank Division advised that, in accordance with instruc- 
tions to the ASC State and county committees, producers were com- 
pensated only in those instances where contracting farmers had com- 
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plied with the agreement provisions under the 1956 ARP. The Soil 
Bank Division assumed, therefore, that all farmers who had received 
payments under the program had complied with these Government 
requirements. It was unable to advise the staff the number of agree- 
ments canceled for noncompliance or the number of penalties assessed 
in this regard under the program. This staff was further advised 
that in view of the scope of the program and the hasty manner in 
which it was initiated, there was a normal amount of misinterpreta- 
tion of ARP regulations. Accordingly, on September 28, 1956, the 
Secretary of Agriculture issued instructions which permitted farm- 
ers, who did not comply with their acreage-reserve agreements, to 
modify or cancel their agreements without penalty. 

The staff noted a number of cases where for some reason, perhaps 
because of development of a better crop than anticipated, the farmer 
preferred to harvest his crop. An example of this occurred in Spink 
County, S. Dak., where 1 farmer signed 5 contracts and complied on 
4. On the fifth contract the farmer harvested his crop without any 
word to the county committee until a farm reporter noted that the 
field had been harvested. In this case there was no indication that 
the operator had requested cancellation of the contract. Still the 
county committee canceled the agreement without penalty to the 
farmer. Review of some of the other cases where farmers had can- 
celed contracts disclosed similar circumstances. 

The staff, in conducting the survey, was advised by officials of some 
States, notably Nebraska, Lowa, North Dakota, and South Dakota, 
that one difficulty experienced by State and county committees in 
carrying out their performance and compliance responsibilities was a 
lack of firm and rigid instructions in this regard. 

They stated that compliance dates for grazing and the destruction 
or other disposition of commodities were frequently extended which 
irritated some producers in their areas. They said that the lack of 
firm instructions penalized producers who complied strictly with 
original compliance instructions by curtailing grazing or by destroy- 
ing their crops only to find out at a later date that this instruction 


had been eliminated entirely or the dates for compliance with it had 
been extended. 


J. SMALL PRODUCER PARTICIPATION 


In conducting its investigation the staff ascertained that the defini- 
tion of a small producer varied considerably. A small producer of 
tobacco would be one with a farm of approximately 5 acres or less 
with a tobacco allotment of one-half acre. A small producer of wheat 
would be one with a farm of 480 acres or less and a wheat allotment 
of 40 acres. 

The staff was advised that the county committees maintained no 
statistical summaries as to how the various sized producers, large, 
medium, or small, participated in the ARP, and therefore no informa- 
tion in this regard is forwarded to the ASC State offices or to the Soil 
Bank Division in Washington. 

Based upon interviews with State and county officials in the 15 
States visited, it appears that for corn, wheat, and rice small producers 
shared in the program with all producers to an equal degree. With 
respect to tobacco, the staff was advised that, in view of the large 
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number of small producers nationally, it was considered that the small 
producer of tobacco shared to a greater extent in the ARP than any 
other type. This was also true for producers of cotton in Arkansas, 
Louisiana, Mississippi, and North Carolina. The majority of peanut 
roducers in the program in Georgia were small allotment farmers. 
n Texas the participation appears to have been divided equally for 
all producers. 
K. DUPLICATE ARP AND FCIC PAYMENTS 


During this investigation officials of the Soil Bank Division and 
the Federal Crop Insurance Corporation (FCIC) advised that, under 
the 1956 ARP, it was possible for some producers, particularly in 
disaster areas, to receive both ARP payments and FCIC payments 
on the same land. 

They stated that this resulted from the fact that the Soil Bank Act 
was passed after these producers had completed planting their crops 
and had insured them under FCIC. 

Under the FCIC program, the Corporation insures the production 
costs of a producer. When a crop fails a producer is indemnified for 
value of the policy less the appraised value of any of the crops that 
could be harvested. In 1956 a producer, upon obtaining his release 
from FCIC, could place this land in the soil bank. Thus the farmer 
could receive a payment from FCIC and a minimum payment of $6 
an acre from the soil bank. 

In conducting its survey the staff attempted to obtain an estimate 
from officials of FCIC and Soil Bank Division, both in Washington 
and in the field, as to the amount of funds involved in this regard. 
These officials stated that no estimate was available, nor could they 
venture any guess relative to it. The staff was advised that in order 
to determine the amount involved it would be necessary to take a tabu- 
lation of the soil-bank payments made by each county, together with 
a description of the farm and field involved, and compare it with a 
similar tabulation of payments made by the local FCIC office. No 
attempt was made to do this in the time available. 

Officials of FCIC and Soil Bank Division advised that there was 
no possibility of duplicate payments being made under the 1957 
ARP because a producer had to decide whether he was going to enter 
the program prior to his planting date. 


L. PRODUCTION ADJUSTMENT PROBLEMS 


A study made by USDA, dated June 1956, for the Appropria- 
tions Committees of the 84th Congress stated that: 


Allotment programs that control acreage do not always control production to 
the same degree to which acreage is reduced. With acreage restricted, producers 
tend to step up the use of fertilizer and other yield-increasing practices. Yields 
of wheat increased by 15 percent and yields of cotton by 28 percent between 1953 
and 1955. Yields of rice increased by 16 percent between 1954 and 1955 * * * the 
allotment program undoubtedly accelerated the use of yield-increasing practices. 
The smaller acreage of cotton was concentrated on the best land, and a higher 
proportion of wheat acreage was planted on fallow. 


The USDA study revealed that acreage allotment, marketing quota, 
and associated price support programs had little influence on total 


farm production. They did have an effect on the production of 
specific commodities. Acreages in wheat, cotton, corn, and rice were 
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reduced by about 29 million from 1953 to 1956, but almost two-thirds 
of this reduction was offset by an increase in acreages of feed grains 
soybeans, and flaxseed and USDA expects further shifts as the soi 
bank becomes effective. The imbalance created by the operation of 
these programs is reflected in the fact that there has been an 8-percent 
increase in the production of feed grains and the three other leading 
oilseed meals from 1953 to 1956 with only a 3-percent increase in the 
number of animals. As a result of shifting production, USDA 
anticipates that further adjustments will be needed to bring production 
of feed crops and livestock into balance. 

Whereas properly balanced production is one problem facing USDA 
in making the soil bank an effective part of an overall program, another 
important factor is overproduction. This problem is complicated by 
the fact that USDA is required by law to acquire and diffuse useful 
information on agricultural matters, and much of the operation of the 
Department is devoted to programs designed to increase farm produc- 
tion through education, research, technical assistance, and both direct 
and indirect financial assistance to the farm operator. Also, other 
agencies of the Federal Government, such as the Bureau of Reclama- 
tion of the Department of the Interior, operate programs designed to 
increase farm production. Thus, Government programs have aided in 
achieving the 25-percent increase in crop production from 1940 to 1956 
with only a 2-percent increase in acreage. Although there was a 
reduction of about 4 million acres in crops harvested in 1955, as com- 
pared with 1954, there was an increase in both production per acre 
and total output in 1955. 

Increased production has resulted from a number of factors. 

Based on 1945 figures there was an estimated 31-percent increase in 
the use of farm tractors in 1956. There has been a 95-percent increase 
in farm production per man-hour since 1940, Whereas 1 person pro- 
vided enough agricultural production for 11 persons in 1940, he pro- 
vided for 20 persons in 1955, 

Based on 1947-49 figures, there was an estimated 58-percent increase 
in the use of fertilizers in 1956. The USDA provided approximately 
$38 million in commercial fertilizers to farmers in 1956 in connection 
with the agricultural conservation program. It would appear that the 
soil bank may accentuate the use of fertilizers on land kept in produc- 
tion. For example, Tom C. Hodges, county agricultural agent for 
Elbert County, Ga. advised this staff that the soil bank will make 
possible general increased productivity in that county. He cited the 
provision of additional cash for the purchase of fertilizer as some 
of the reasons. 

Some of the other factors mentioned by Mr. Hodges are— 

|. The most productive land is retained by the farmer and not 
placed in the soil bank. 

2. Time freed by placing land in the soil bank allows for more 
intensified farming of the land in production resulting in 
increased yield. 

3. Money made available by the soil bank permits greater 
diversification by providing money for new ventures. 

From 1949 to 1954 five was an estimated 15-percent increase in 
the land under irrigation and this rate of increase is expected to con- 
tinue. Some of the land was brought into production through the 
operations of the Bureau of Reclamation. 
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In recent years clearing and drainage has made available land 
eet equivalent to that placed under irrigation. 

Although he did not attribute increased irrigation to the soil bank, 
Edward McClure, county office manager in Atascosa County, Tex., 
advised that about 2,500 new acres of land are being irrigated in that 
county each year. He advised that in Atascosa County irrigated land 
will produce 10 times its yield prior to irrigation. Thus, although 
$214,000 was spent in that county in 1956 to cover 15,626 acres in the 
soil bank, there is a question as to whether any real reduction in 
production was achieved. 


V. 1957 Acreage ReservE ProGRAM 


The major effort and attention of this survey was directed to the 
1956 programs. At the time of this survey the 1957 acreage reserve 

rogram (ARP) was in the process of being contracted for by the 
faomieen Regulations had been published and allocations had been 
made. The full extent of participation was not known at the time of 
the writing of this report, consequently its effectiveness cannot be 
determined. 

A. GENERAL PROVISIONS 


1. Initiation of program 

The Secretary of Agriculture first released information on the 1957 
ARP on July 6, 1956, when it announced the 1957 unit rate for wheat 
payments. Further details of the ARP pertaining to winter wheat 
were announced on August 13, 1956, and farmers were given until 
September 21, 1956, to put winter wheat in the ARP. The final date 
for signing was changed to October 5, 1956. 

On December 26, 1956, the Secretary announced the general regu- 
lations covering the 1957 ARP and anticipated a much more success- 
ful program than the 1956 ARP which became effective after most 
crops had been planted. 


2. Requirements 
Important regulations included— 

(a) A national allocation of 1957 ARP funds among the five 
commodities covered in the program. 

(6) Peanuts and long staple cotton were not included. The 
five commodities covered are corn, cotton, rice, tobacco, and 
wheat. 

(ce) Commodity allocations were being broken down by States 
and counties within the States. 

(d) Elimination of the minimum acreage limitations on the 
amount of land that may be put into the ARP, and the establish- 
ment of new maximum limitations. Farmers wishing to partici- 
pate above maximum acreage limits must so indicate in their 
agreement. If funds are available or become available, the addi- 
tional land may be covered. The maximum that can be put in 
ARP for any commodity cannot exceed the farm allotment and 
was limited to the following: 

Wheat—the larger of 50.0 acres or 50 percent of the allot- 
ment. 

Corn—the larger of 20.0 acres or 30 percent of the allot- 
ment. 
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Cotton—the larger of 10.0 acres or 30 percent of the allot- 

ment. 
tice —the larger of 20.0 acres or 30 percent of the allotment. 

Tobacco-—for burley, dark air-cured, fire-cured and Vir- 
ginia sun-cured; the larger of 1 acre or 30 percent of the 
allotment. For all other tobacco the larger of 3 acres or 30 
percent of the allotment. 

The farm maximum limitations were later relaxed in all 
five commodities. Tobacco farmers were permitted to sign 
up to their full allotments except for types 51 and 52. With 
certain restrictions, farmers signing agreements on wheat, 
corn, cotton, and rice were permitted to add the “overlimit” 
acreage offered at the time of the original agreement. 

(e) Only land suitable for the production of the commodity 
covered by the agreement will be eligible for designation in the 
ARP. Inspection will be made of the land offered. 

(f) The 1957 ARP agreements covering cotton and tobacco 
were to be signed by March 1,°1957. The deadline for corn, 
spring wheat, and rice was March 8, 1957. 


8. Type of agreement 


The form for 1957 ARP agreements is generally similar to the 1956 
agreement form. The major difference is the elimination of provi- 


sions involving crops already planted. The 1956 regulations con- 
cerning the destruction of such crops are not needed in the 1957 agree- 
ments, since the agreements were signed prior to the planting season. 

Another change in the agreements covers productivity of the tract 
designated as the acreage reserve. The purpose of showing the pro- 


ductivity is to adjust the compensation to be paid the farmer if the 
productivity of the tract designated is less than that of the average 
land on the farm devoted to the production of the commodity covered 
by the agreement. The staff found some confusion on this point. 
One county ASC office manager and one State soil-bank specialist were 
of the opinion that this provision, which is in the agreement form 
as well as in paragraph 485.214 of the regulations under the Soil Bank 
Act, is only intended to cover cases where a tract of land is a rented 
tract and is not physically located on the same farm. These two 
employees took the position that the rate to be paid in any contract 
would be the average yield rate established for the farm regardless of 
whether the productivity of the specific areas designated were above 
or below the farm average. Their position, if put into effect through- 
out the ARP, would enable farmers to put their worst cropland into 
the ARP and be paid on the basis that it was equal to their farm 
average. Inquiry at the soil bank division determined that the 
regulations intend that the farmer is to be paid on the basis of his 
farm average yield only if the land he designates has a productivity 
equal to or better than the farm average. The confusion found would 
have relatively little importance in a State where cropland is very 
uniform, but in hilly country there may be substantial variation in the 
productivity of fields of cropland within the same farm. 
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B. NATIONAL RATES OF PAYMENT 


The national average yield and payment rates for the 1957 ARP 
are shown in the following table: 























Approxi- 
National National mate 
Crop Unit | ° yleld base unit national 
| figures rates average 
rate per 
| acre 
Wheat........... pe dientasithndakunnenehees Bushel ouiedunll 16.7 $1. 20 $20. 04 
Cotton (upland) - Pound. .......- | 361 15 54.15 
Ni Baha e Bushel. asi 47.4 . 90 42. 66 
Rice... Hundredweight | 28. 08 2. 25 63. 18 
= ——_$_—— | —— iz — 
Tobacco types: 
Flue-cured (11-14)... bb bend thie, Pound. J | 1,419 .18 255. 42 
ee (31)- =e etl Senta n ine aia 1, 643 .18 295. 74 
Maryland (32)._.............----- ST. eee Ss wk bb sls SOey 869 17 | 147.73 
Fire-cured (21-23). _........-.- a a Sided 1, 330 13 172. 90 
Dark air-cured (35~-36)..................... « STAR A 1, 460 ‘¥ 175. 20 
Virginia sun-cured (87).................-.- san es 1,151 .12 138. 12 
Cigar filler (42-44)_........__...-- coadindaiaiatl ..do 1, 615 .09 145. 35 
SS EE ee eet ee do ail 1,772 .19 336. 68 
3 SS) ees . do. | 1,919 18 345. 42 
Cigar binder (54) ._ soietgion ..d0. | 1, 570 . 08 125. 60 
Cigar binder (55) -. ..do | 1,518 | -ll | 166, 98 
{+ — ———— | — 
I ar cncivggnsenecwncsse sf 


_ ees rT 1,440 oo 253. 44 
The national base unit rates for all five commodities a are » the same as 
the 1956 rates, and the national rate per acre is the same for wheat and 
tobacco, but has increased for cotton, corn, and rice because of higher 
yield rates. The unit rate for wheat and tobacco will not vary be- 
tween counties or States, but for cotton, corn, and rice average county 
payment rates will vary, and farm rates within counties will vary 
according to farm yields. 


C. ALLOCATIONS OF FUNDS 


1. 1957 national reserve acreage goals 


Pursuant to section 104 of the Soil Bank Act, the Secretary estab- 
lished a national reserve acreage goal for the 1957 ARP as follows: 


Commodity : 1957 reserve acreage goat 
Tn se ee rca ign Sn clini ce a ie ae gh Sra he 12, 000, 000-15, 000, 000 
OCU 5 a i en es 3, 500, 000- 4, 500, 000 
OO ihacissg cst ted As mnths beech csp bat be egpeh tis Cheng tan ds 4, 500, 000— 5, 500, 000 
CI ieee target reicit pbb smrb hale siplnsies 175, 000—- 225,000 
Rl race aah clan A eens taiventceneatlie sedan ascot 125,000- 140,000 


The indicated allocation of funds to commodities, on the bases of the 
midpoint of the national goals shown above is shown in the following 
schedule : 


1957 goal National Indicated 
Commodity midpoint average rate allocation 
(acres) per acre 
MOL SSCS i AEC cles. . Yabbake m 13, 500, 000 $20.04 | $270, 540,000 
IUURs atid) dvi tieinlh cians Dt cagaieianetionseioh the pbtduee > badire ch 4, 000, 000 54, 15 216, 600, 000 
CIR cmcowcnakausunaltsotsetealenytcielenhe see ote ee 42. 66 213, 300, 000 
Peanuts. ___ : Wd bie , Salida iaueateaaee - ‘ : 
staid 63. 18 12, 636, 000 


ey alee ars Fear caro) aed “Taz 0 | 253.44 | 33, 581, 000 


Total... | Sra ae 5 22,889,600 | 32.70) 746, 657; 000 








215 


2. Commodity allocations 


On January 14, 1957, the Department announced the preliminary 
allocation of funds in the 1957 ARP. It was pointed out that the Soil 
Bank Act authorizes a ceiling for annual expenditures for each basic 
commodity, the sum of which is $1,050 million, but the maximum 
expenditure for all commodities is limited to $750 million each year. 
The commodity limits, pro rata shares and allocations were as follows: 


Pro rata 
Commodity Maximum Pro rata share with Current 
limit | share peanuts allocation 

omitted 


Million Million Milhon 
$375 | $267.9 $269. $267, 630, 000 
= | 214.3 215. 217, 500, 000 
214.3 215.7 | 217, 500,000 


5.0 : 
16.4 | 16. 14, 000, 000 


5 | 
32.1 | 32. 4 | 34, 055, 000 


750.0 | 750.0 i 750, 685, 000 


The differences between the pro rata shares and the allocation were 
explained by the Department, as follows: 


The allocation for cotton is slightly above its pro rata share, because of a 
large surplus, a proportionately large acreage goal, and the likelihood that the 
1957 cotton acreage reserve program will be quite popular. Since corn’s pro 
rata share is equal to cotton and the surplus also is very large, an equal alloca- 
tion was made to corn on the assumption that Congress will enact legislation 
which will make possible an attractive corn program. 

Because of the recent favorable export situation the rice goal and fund 
allocation are compensatingly lower than the rice’s pro rata share. Tobacco 
was allocated somewhat more than its share because of the loss of market for 
types 51 and 52 and the current surplus of flue-cured, and some minor types. 
The tobacco allocation was apportioned to kinds and types on the basis of the 
national normal yield times the national base rate per pound times the midpoint 
of the national acreage reserve goal for 1957. 

No program is offered for peanuts because of the relatively favorable supply- 
demand situation and the danger of developing a shortage under unfavorable 
weather conditions, or losing markets to other products, or both. 

It will be noted that these allocations exceed slightly the $750 million author- 
ized by Congress. It is anticipated that the excess will be offset by unused 
reserves, cancellations, partial compliance, etc. 
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3. State allocations 
Allocations of funds to the States were also announced by the 
Department on January 14, 1957. They were as follows: 
State allocations 


{In thousands of dollars] 























| | | 

State Wheat Corn Cotton | Rice | Tobacco trand total 
Alabama. __- st os é wie cect 1, 208 13, 322. 4 11.8 14, 542. 2 
esses oder to ional 5182 sisal} 13,1987 11, 122.7 
SI wo nn->-4-2-n-23---2-| 41 289 | 20,687.3 | 3,360.6 1.3 24, 379.2 
California 1 2, 781 a .-| 20,333.2 |) 3,038.5 26, 152. 7 
I gOS se diidbecaume a = a een a : =~ 22, 684. 0 
Connecticut - es ee eee ge ; 1, 476.9 | 1, 476. 9 
Delaware. aiepagreesacase 54 ee - “+ 727.1 
oe ere on De cacemee Bn gtadeen 428.6 | 3.7 376.0 | 808. 3 
Re ak 7 ‘ol 830 987 | 10,870.5 | . 1, 836. 4 | 14, 523. 9 
OS a oA gh he ee A ahaa 7, 820. 0 
Be a 959 41, 824 | 36.0 | 2 .4 42, 819. 6 
Indiana ET oe 1, 970 20, 709 | ‘ Mi cuniiandihe 239.8 | 22, 918.8 
pewee soc aks | 226 | 4 OF 1. 3s. . on 44, 513.2 
ae : 81, 415 3, 355 | a 2.2 84, 772. 4 
Kentucky 4 735 | 4, 497 143. 5 | 6, 995.1 | 12, 370. 6 
Louisiana..______- se ef she) 3, 617.7 | 13,1491 

Maine bah EN Pee bse es | . 
ag 292 1, 666 a : 1, 033. 1 2, 991. 4 
Massachusetts aes L Hise felis} 786. 9 786. 9 
Michigan eet cian 4, 384 | CN igs chosane ki ae 10, 400. 0 
Minnesota ; 3, 780 19, 344 4.3 23, 128. 3 
Mississippi-_.___.____- Sl ci et Neda eS 378.1 26, 355. 6 
Missouri ; 3, 060 | 12, 424 5, 763. 6 | 39.3 | 85.7}  21,-372.6 
Sees wa Stet ce TRO 1. se ees SAR J 15, 079.0 
i nn mele be 16, 120 ET icicien cet aie : wads 32, 734. 0 
Nevada ae aes 5 ee 64.3 |-.. 54.3 
Dera) eS Socks eas nud. visdcdecceehe as nbd bi 24 .2 
New Jersey. _- Lipa al 176 | ee a sei 911.0 
New Mexico.............--.. RE Be ae os L).; ¢ OBB. S [a panancess Be eat 5, 410.8 
I gl She niet wpadle elles Battal eee eS ; 3, 425. 0 
North Carolina_._..._._.__.__! 1, 727 3,969 | 6,695.1 2 13, 080. 5 25, 471.8 
North Dakota........-.....-- | 30, 868 Oc tccsnl. .wdtese ast mrad 31, 093. 0 
Re 5, 351 15, 695 |_.._-- ee 380.5 | 21, 426.5 
EE gt oe 19, 864 cee -| 6, 035. 6 | 1.3 1 ae 25, 900. 8 
CRs 4002. i dik Ie. si AUS 2. - ‘ i ; 4, 158. 0 
Pennsylvania.._.........__._. 1, 092 3,916 |. ‘ ey 6 | 5, 008. 6 
i i ci ie he echt rei ee Bain ide aii il os no ahd , 
South Carolina..._____- 067 |_..........-| 9,506.1 | 135 | 2,344.2! 12,9208 
South Dakota... ......_..-._- 9,058 | 7, 224 |__--_- Pw, Aue _..| 16, 282.0 
ESE ee, 620 | 1, 950 | 8, 585.7 4.3 2, 445.8 13, 605. 8 
Lindale alle pill | REID Lo oanoonne-deli,. Oa eee 3, 542.7 | .1{ = 80,977.1 
WOME ris 2. . ee  cacs BME ke OS gee et coe 2, 241.0 
Vermont sana meee r bebe Bes shies eB ge fay 2 ee teicsbwua 1.0 | 1.0 
EE Ser eee 853 713 | | ere 2, 589.3 4, 392. 2 
Washington ______- ones 9, 090 ee ee ee eee 7 9, 090. 0 
West Vagimis. ..- 3... 116 Wetcec! Wis. tacd 83.3 | 290. 3 
RE hls ne ne cesen cus 252 | 9, 089 | yh ie oe  dabtaeees .aee 279.3 | 9, 620.3 
Wyoming deat e ee OU oe Ne es eee a oo ead : 776.0 
Tetal:..... paula 267, 630 217,500 | 217, 500.0 14,000.0 |  34,055.0| 750, 685.0 





The Department explained the State fund allocations as follows: 


A. Wheat.—Preliminary allocations for wheat were made in August 1956 in 
order to sign up winter wheat. Each original allocation was redetermined as 
the sum of compensation on winter wheat agreements plus the State’s part of 
the original allocation applicable to spring wheat. 

B. Corn, cotton, and rice.—The allocation to each State was made by multiply- 
ing the State weighted average payment rate per acre by the State allotment and 
scaling the results pro rata so that they equal the national allocation for the 
commodity. (Cotton in this notice refers to upland only.) 

©. Tobacco.—The State allocation for each kind or type was obtained by multi- 
plying the State weighted average normal yield by the national base rate per 
pound ; multiplying the result thereof by the allotted acreage for the State; and 
sealing this result pro rata so that the sum would equal the national allocation 
for the kind or type. 
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The regulations provide that the State allocations could be revised 
on the basis of pertinent factors and there could be a shifting of funds 
between States as the program developed if the demand ‘for funds 
indicated a need for such shifts. 


D. PRODUCER PARTICIPATION AND REACTION 


The following summary reflects the extent of participation in the 
1957 ARP through March 8, 1957, the latest data furnished by the 
Department : 


Commodity Number of | Number of Maximum | Percent of 
agreements acres payments allocation 


$227, 516, 237 | 84.9 
| 160, 909, 622 68.2 
| 135, 502, 467 60. 5 
s 8, 309, 774 59.3 
| 


Wheat (all). _- aren 236, 717 | 

Corn : 323, 941 

Cotton_--..... tatiana . , 302, 495 

Rice. -- ‘ss 4, 490 

Tobacco (all) } 51, 796 | 17, 038, 540 
| 


Total___- : ‘ | 919, 439 19, 903, 502 | 549, 276, 640 |- = 


| ‘ 


The above summary covers all agreements 4 thi the established 
deadline dates. The agreements amount to 73.2 percent of the legal 
limit of $750 million. Additional acreage is expected in all commodi- 
ties except tobacco because the Dep: wrtment has instructed that agree- 
ments may be approved covering the acre: age offered above the previ- 
ously established farm limits. To qualify for this, farmers must have 
signified in their original agreement that they desired to place a speci- 
fied number of additional acres in the ARP. Agreements covering 
such additional acreage may be executed up to 10 days after notice is 
sent out by the ASC committees. The Department was unable to make 
available to the staff any estimates as to the amount of such additional 
acreage that may be put in the ARP. 

1, Corn 

As of March 8, 1957, 4,473,024 acres totaling $160,909,622 were cov- 
ered by 323,941 ARP corn agreements. This amounted to 68.2 per- 
cent of the corn allocation. The agreements averaged $35.97 per acre, 
compared to the announced national average of $42.66. The average 
yield in the ARP was 40 bushels per acre, compared to the announced 
average yield of 47.4 bushels. This would indicate that the land put in 

the ARP is below the average productivity of the type of land the Soil 
Bank Division antic ipated would be a in the ARP. 

(a) Iowa, corn.—As March 8, 1957, 37,693 ARP agreements 
valued at $26,399,167 had been signed in Iowa. This was 59.6 percent 
of the State allocation of $44,287,000. Mr. John W. Mz asters, farmer 
fieldman who covers 13 counties in western Iowa, advised that he did 
not expect as much participation in 1957 as in 1956 because (1) 1956 
participation was abnormally large due to the drought and (2) 1957 
participation will be discouraged because of the small corn allotment. 
He doubted that compliance with the corn allotment will be as good 
as in past years and it is his opinion that participation in the soil bank 
during normal times will probably be in the same proportion that 
farmers comply with their allotments. Masters added the comment 
that the 1957 corn allotment will be lower than the level that the Soil 
Conservation Service advocates as a good planting practice. 








218 


(6) Nebraska corn—Participation of Nebraska farmers in the 
1957 ARP for corn has far exceeded the original State allocation of 
$16,614,000. As of March 8, 1957, a total of 46,086 agreements had 


been entered for 1,042,149 acres of land resulting in obligations of 


$23,653,234. A substantial amount of addition acreage was of- 
fered by the farmers and agreements covering such acres are being 
finalized. 

The reason given by the Nebraska farmers interviewed for signi 
up in 1957 is that they have not raised a crop in several years an 
there is no subsoil moisture as they go into the 1957 crop season. 
They advised that they have certain fixed obligations to meet and 
they are in no position to gamble with the weather. 

r. Joseph Veulek, Saunders County, who owns a 50-acre farm 
and rents four farms comprising 520 acres, said he plans to put 27 
acres of rented land in the P, sharing the payments with his 
landlord. He believes the soil bank is more beneficial to the land- 
lord than the tenant because the tenant has to take care of the land 
in the soil bank. Mr. Albert Feldham, of Madison County, was in 
the ARP in 1956 and planned to put his maximum in the 1957 ARP. 
He believes farmers who can get good wages for off-farm work will 
be interested in the soil bank under normal weather conditions. 

Harold and Eldon Nielson, of Platte County, operate a 220-acre 
farm with their father. They are putting both wheat and corn in 
the 1957 ARP because there are indications that 1957 will be another 


dry year. 

ae David Frazier, of Seward County, said he was in the 1956 
ARP, but will not be in the 1957 ARP for either corn or wheat. He 
said his corn allotment is too low to be further reduced and rates 
on wheat are not large enough to suit him. 

(c) Illinois corn—Sidney Caughey, chairman, Illinois State ASC 
Committee, who is also a farm owner, stated that producers in TIli- 
nois were not enthusiastic about the 1957 program because with an 
established allotment of 37.3 million acres nationally, [linois’ share 
was only approximately 5.9 million acres. He stated in view of this 
small sihelnamie: the producers cannot afford to join the ARP and 
further cut back their individual allotments. 

Arnold Allen, program specialist; Joseph Chapman, administra- 
tive assistant, Illinois State ASC office; John Hodge, previously re- 
ferred to in this report; Elmer Bane, chairman of the McLean 
County Committee; Cheeni Halane, vice chairman, McLean County 
Committee; Al Somers, office manager, Livingston County Com- 
mittee; and, A. O. Vollmer, chairman, Livingston County Commit- 
tee, all agreed that producers in Illinois would not participate in 
the 1957 program because of the unrealistic Illinois corn allotment 
for 1957. They believe that participation under the Government’s 
price-support program will also be substantially low. It was their 
general opinion that as a result of this noncompliance, corn produc- 
tion would increase in 1957 in the State. 

John Hodge and Al Somers, mentioned above, stated they could 
not understand why the Government did not develop a program which 
was consistent from year-to-year and stay with it. They indicated 
that it was not sensible for the Government to make corn payments 
on the basis of 51 million acres in 1956 and cut it back to 37.3 million 
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acres in 1957, They emphasized that in order to be effective a high 
degree of participation was necessary. 

t the time of the interviews with the above-mentioned individuals 
in early February 1957, the indications were that there was relatively 
little interest in Illinois for producers to sign 1957 agreements. 

Emery J. Baron, office manager for Iroquois County and farm 
owner, advised that he would estimate that of the 4,588 farmers in this 
county, 75 to 80 percent would not comply with price-support pro- 
grams in 1957 and that at least the same pore of farmers are 
not expected to enter into the ARP in 1957. 

Frank Kennedy, office manager, Sangamon County, and farm 
owner, also stated that the indications in his county were that in view 
of the small allotment, the percentage of sign up in the 1957 program 
would be low. 

Other producers or farm owners who stated that soil bank partici- 
pation would be low because of the unrealistic 1957 national allotments 
are Delbert E. Anderson, chairman, Iroquois County ASC; Jullien 
R. Elliott, vice chairman, Iroquois County ASC; and, Ralph Worley, 
assistant office manager, Sangamon County ASC. 

The opinions received by this staff in Illinois appear to have been 
substantiated by the sign up data of March 8, 1957, which show that 
ARP agreements totaled $15,627,231 which is only 37.4 percent of the 
State’s corn allocation. This is much lower than the national sign up 
rate of 68 percent of the national allocation. 

(d) Minnesota—Corn.—As of March 8, 1957, a total of 15,761 agree- 
ments had been entered for 194,919 acres resulting in an obligation 
of $7,789,787. This ts*bit 40.3 percent of the funds originally allocated 
to the State. 

Of a group of 14 farmers interviewed in Redwood County, Minn., 
only 1 intended to participate in the 1957 ARP. The one farmer 
stated that he has a seed-corn contract with a firm which requires 
that its agents comply with Government regulations, including allot- 
ments. They said their 1957 allotments were so low that all but one 
did not intend to comply and this factor precluded soil-bank participa- 
tion. Mr. Ruben Krueger, Isanti County, Minn., owns two farms 
and also is a farm-implement dealer. He is going to place 40 acres 
of corn in the 1957 ARP. He said the program is not attractive to the 
full-time farmer who needs full use of his land, but it is beneficial to 
him because of his owning two farms and having a business, too. 

The farmers generally were not only dissatisfied with the low 1957 
corn allotment but with the low support price of corn. They stated 
that their income has suffered in relation to their purchasing power 
and general cost of farming. These same farmers pointed out that 
with low price support of corn the farmer is forced to plant more 
acres in defense of his cost of living and disregard compliance with 
allotments. In so doing, he cannot be eligible for participation in the 
soil-bank program. 

(e) South Dakota—Corn.—As of March 8, 1957, 9,154 ARP agree- 
ments valued at $4,305,792 had been signed. This was 59.6 percent of 
the State allocation of $7,224,000. Mr. Robert Redlin, State commit- 
teeman, stated he thought the national corn allotment was so small it 
would discourage widespread participation. However, he did think 
there would be considerable interest in those counties that had exper- 
ienced drought. He also pointed out that there is a substantial differ- 
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ence in official yield rates between the large corn counties in south- 
eastern South Dakota and the adjoining counties of Iowa and Minne- 
sota, which differences are causing some dissatisfaction among South 
Dakota farmers who feel their ARP payments should be as much as 
the neighbcring counties, but may be as much as $10 per acre lower. 

In Beadle County where sign ups were very heavy, J. M. Fisher, 
ASC chairman, stated he normally plants within his allotments, but 
will not sign a 1957 ARP agreement because it would upset his crop 
rotation practices. Fisher also stated he thought the ARP would be 
more beneficial to large farmers as they could put part of their acre- 
age in the soil bank and manage on the balance of the farm. However, 
Ralph Smith, ASC chairman of Union County, was of the opinion 
that the ARP would be more beneficial to the small farmer on the 
basis that he can put his entire corn allotment in the soil bank and get 
other work but the large farmer would have too much of an invest- 
ment to curtail or reduce his corn production. 

(f) Kentucky—Corn.—As of March 8, 1957, the maximum compen- 
sation in 1957 ARP agreements for corn in Kentucky amounted to 
$6,554,564, over $2 million more than the preliminary allocation for 
the State. 

Mr. Raymond Bottom, soil-bank specialist, State ASC office, advised 
on February 26, 1957, that reports from the counties indicated that 
participation in the 1957 ARP would exceed 1956 participation. He 
attributed the large interest primarily to the increase in off-farm 
employment of small farmers. He said tobacco and pasture are the 
main crops with corn used primarily for feed. There is a trend to put 
corn acreage in the soil bank and work in industry. He said this was 
especially attractive to small farmers who live close enough to work in 
Louisville or Paducain. 

Roland Stephens, a farm owner, and office manager of the Butler 
County ASC office said the 1957 ARP for corn will be popular with 
the working farm owners who rent farms for as little as 25 percent 
of the crop, as they can make more out of the soil bank than they can 
in rent. He explained such a practice would not defeat the purposes 
of the Soil Bank Act as the tenants in these cases are people who own 
their own farms and rent additional land to work. 


2. Wheat 

As of March 8, 1957, sign ups for all wheat in the ARP totaled 
$227,516.227 which was 84.9 percent of the revised national allocation 
of $268.035,000. 

(a) Kunsas—Wheat.—By far the greatest participation in 1957 
will be in Kansas which received almost one-third of the soil bank 
national wheat allocation, and has signed 37,711 agreements, covering 
4,260,007 acres, for $79,366.917. This is 97.5 percent of the State allo- 
cation, and 35 percent of all wheat agreements. Kansas is primarily a 
winter wheat State and therefore did not participate to a great extent 
in the 1956 ARP. In connection with the heavy participation in 1957, 
the staff notes that Kansas has experienced severe drought during the 
last few years. The staff did not visit Kansas, as its 1956 participa- 
tion was not as large us some other States. 

(b) North Dakota—W heat.—As of March 8, 1957, North Dakota 
wheat farmers had signed 25,293 agreements covering 1,212.996 acres 
and $19,157,167. This was only 62.1 percent of the State allocation. 
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A representative of the State ASC said some farmers, if weather 
conditions were favorable, planned to overseed their wheat acre 
in 1957 and pay the marketing quota penalties involved. He said 
these producers believed the 1951 soil-bank pro would bring about 
a cut in wheat production which will result in higher prices for wheat 
and consequently they could afford to pay the penalties. 

Another stated that many farmers in his area were withholding 
their signups for 1957 ARP as long as possible to see if there would be 
a durum program which would be as beneficial to them as the 1956 
program. 

A county ASC representative stated the majority of signups in 
this county for 1957 are in an area where yield in 1956 was low due 
to dry weather and farmers are participating in 1957 as an insurance 
program. 

One ASC farmer fieldman expects heavy participation in ARP in 
1957. He attributes it to the fact that many of the farmers are 
placing some acreage in the soil bank and farming the remaining with- 
out assistance, thereby reducing labor costs. 

(c) South Dakota—Wheat.—As of March 8, 1957, South Dakota 
wheat farmers had signed 13,825 ARP agreements covering 664,474 
acres and $9,020,275. This was 99.6 percent of the State allocation. 

Most of the farmers who were interviewed in South Dakota in- 
tended to participate in the 1957 ARP. In Hand County, Mr. Glenn 
Aymar, a former county committeeman, who owned 480 acres and 
rented 1,000 acres placed 90 acres in ARP in 1956 at $6 an acre. He 
expected to place the maximum acreage in the 1957 ARP and also 
some acreage in CRP. He felt that the drought would continue 
through 1957 and that he would get a better income from the soil 
bank than from farming. 

Mr. Henry Weiss, Hand County, had placed 15 underplanted acres 
in the program in 1956, and intended to place the maximum acreage 
in the ARP in 1957. He looked at this program as insurance in case 
of drought. 

Mr. A. Haskell, a Spink County owner-operator with a wheat allot- 
ment of 475 acres placed 35 acres in ARP in 1956. In 1957, he will 
place 50 acres in ARP. He states that the soil bank is an excellent 
program; that he is being paid for practices he previously followed. 

(d) Texas—Wheat.—As of March 8, 1957, Texas wheatgrowers 
had signed 11,824 ARP agreements covering 1,115,460 acres and $12,- 
724,261. This was 95.1 percent of the State allocation. 

In Texas, the State officials thought the 1957 ARP would benefit the 
farmer and would help attain the overall purpose of reducing sur- 
pluses. Mr. Grover C. Carothers, Jr., the State administrative officer, 
felt that the 1956 program did not accomplish much reduction in pro- 
duction but he felt that under the 1957 ARP the Government would 
really be buying production through underplanting because of the 
soil bank. In Hansford County, L. E. Willbank, who owns 160 acres 
and rents 320 additional acres, stated he would not be in the ARP. 
His land is irrigated and the payments are too low to attract irrigated 
acreage. 

George W. Stewart of Spearman, Tex., who owns 800 acres, partie- 
ipated in the 1956 ARP due to drought conditions and received $6 an 
acre for planted wheat. He does not intend to participate in the 1957 
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rogram because his farm consists of good, fertile, level land and he 
opes to grow a profitable crop. 

Mr. ©. F. Kauffman, Gruver, Tex., who has a wheat allotment of 
700 acres, participated to the limit in 1956 ARP because his crop had 
failed. In 1957, he is again placing a large part of this allotment in 
ARP, expecting little production in 1957. 

In Deaf Smith County a farmer who had received $6,600 from 
ARP in 1956 stated he had placed no acreage in ARP in 1957. At 
the date interviewed, March 6, 1957, this operator regretted that he 
was not in the program because his crop is not up to expectations. 

In Sherman County, Charles Roach, who had 200 acres in ARP in 
1956, stated he thought the program was “fine” that “lots of land 
should be permitted to go back to grass.” Mr. Roach is signing 150 
acres into the ARP in 1957. A farmer in Stratford, Tex., who rents 
960 acres, looked on the payment received for participation in the 
1956 program as drought relief or a gift. In 1957 he put a consider- 
able part of his acreage in ARP. He stated that he would like to 
have the final sign-up date extended so that he could use the program 
as insurance, getting out of the program if the weather was favor- 
able or staying in the reserve in case of drought. 


3. Cotton 

As of March 8, 1957, cotton farmers in 21 States had signed 302,495 
agreements covering 2,643,875 acres and $135,502,467. This obli- 
gated 60.5 percent of the cotton ARP allocation. Reports were still 
to be made on agreements covering acreage offered above the farm 
limits. 

(a) Texas—cotton.—As of March 8, 1957, agreements totaling $32,- 
865,189, covering 925,399 acres had been signed. This is 51.3 percent 
of the State allocation. On March 1, 1957, the Department author- 
ized acceptance of overlimit acreage which had been offered by those 
farmers who had signed agreements. State and county ASC officials 
advised that although the overlimit acreage offered was substantial, 
there have been rains in Texas and the outlook is for good weather. 
Accordingly, they believe that many farmers will change their minds 
and not put the additional amounts in the ARP. William L. Feem- 
ster, Williamson County ASC office manager, said he thought about 
half the additional acreage offered in his county would be withdrawn 
because of the improved weather conditions. 

John A. a Haskell County, who did not plant his cotton 
Jand in 1956 due to no moisture, placed 24.5 acres in the ARP in 
1956. He stated he was not going into the soil bank in 1957 as he 
anticipates good weather and feels he can make more by producing 
cotton. He said the average farmer could not make money in the 
soil bank but felt the program benefits the older farmer who, because 
of his age, has to reduce his operations. 

E. L. Elmore, Haskell County, advised that the drought brought 
him into the 1956 ARP and stated he was going to place 69 acres in 
the 1957 ARP as it was good insurance and would improve his land. 

Jack Hollingsworth, farmer fieldman, district 8, Texas, advised 
that weather was a great factor in determining the extent of partici- 
pation in the ARP. He said many of the farmers in Williamson 
County were tenant farmers, and their lack of participation in ARP 
was due to the fact that they need every cent they can make to live 
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on. He felt there were some farmers in his district who will partici- 
pate in the 1957 ARP primarily for the agp of reducing the cot- 
ton surplus and cooperate with the agricultural program. 

Lester Bridges, Williamson County, who did not participate in the 
1956 ARP advised he was going to place as much of his cotton allot- 
ment of 4914 acres as he can in the 1957 program in order to rest and 
improve the land. 

M. A. E ngbrock, a Williamson County tenant farmer, advised he was 
not going into the 1957 ARP as he felt that with good weather this 
year, he could make more money by producing a cotton crop. 

H. C. Stewart, ASC office manager, Travis County, Tex., advised 
the decrease of participation in the ARP program for Travis County 
could be attributed to normal rain in February 1957, and the prospect 
of better weather. 

(6) Mississippi—cotton.—Information furnished by the Depart- 
ment of Agriculture showed that as of March 8, 1957, 34,537 agree- 
ments (approximately 31 percent of eligible cotton farms) covering 
239,052 acres had been signed under the 1957 acre: uge reserve pose 
Potential payments under a agreements total $16, 162,657, (62.2 per- 
cent of State allocation) or an average of approximately $68 per 
acre. The average finale of acres per ‘agreement in the 1957 acreage 
reserve program was 6.9 acres. The extent of the small producer par- 
ticipation is not available; however, Charles W. Sullivan, the State 
ASC administrative officer, estimated that 75 percent of those partici- 
pating are small producers with allotments of 10 acres or less. 

Mr. Sullivan, advised that, whereas the 1956 ARP did not have any 
significant affect on volume of crop production in 1956, the outlook 
under the 1957 program is entirely different although again the pro- 
gram would have been more effective had it been announced earlier, 
since many farm operators, particularly in the delta area, begin their 
new crop arrangements in the late fall. 

Mr. Sullivan stated that the acreage that has gone into the 1957 
acreage reserve is probably of at least average produc tivity and will 
result in a substantial decrease in cotton production in the hill section 
of the State. (County ASC officials in a hill section county visited 
also were of the same opinion regarding their 1957 county production. ) 

Mr. Sullivan anticipates little decrease in production in the delta 
area, with the small participation in the soil bank being offset by more 
intensive production practices, particularly in fertilizer and insect 
control. This effect will not be as noticeable in the hill section where 
a great many farms have allotments of 10 acres or less and are going 
entirely out of cotton production in 1957. The small particip: ition by 
the delta area farmers is still influenced by the opposition of groups 
connected with marketing and financing operations in the delta cotton 
industry, as explained under the 1956 ARP. 

(c) Georgia—cotton—As of March 8, 1957, 38,011 agreements (ap- 
proximately 45 percent of eligible cotton ‘farms) covering 259,488 acres 
had been signed under the 1957 ARP in Georgia. Potential payments 
under these agreements total $13,705,535 (99 percent of the State allo- 
cation) or an average of appr oximately $53 per acre. 

Members of the State ASC committee and the administrative officer 
advised that participation of the small cotton farmer in the 1957 ARP 
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is in line with the high percentage (83.6 percent) of small farms among 
cotton producers. 

Mr. John F. Bradley, State ASC administrative officer, expressed 
the belief that the factors causing the enthusiastic participation by 
Georgia farmers are the large percentage of small farm units, high 
production costs and a shortage of farm labor. 

Mr. Phil M. Hardman, district fieldman for 12 counties in north- 
east Georgia and owner of a 471-acre farm who has placed 8.8 acres of 
cotton in the 1957 acreage reserve, advised that about half of the 
eligible cotton farmers in his district are participating, and the original 
allocation of money in his district was obligated on the first sign-up 


day. 

State ASC officials and ASC officials in Elbert County, where 55 
percent of the county’s cotton farms are participating in the 1957 re- 
serve program, were of the opinion generally that land approximating 
the average productivity of participating farms was being placed in 
the reserve. However, Mr. Tom ©. Hodges, county agricultural agent, 
Elbert County, expressed the opinion that cotton farmers are with- 
holding their most productive land from the reserve. 

State ASC officials advised that Georgia is one of the leading States 
in the use of fertilizer and insecticides in farming and they anticipate 
that cotton farmers will increase the use of both in an effort to increase 
productivity of land remaining outside of the acreage reserve. 

4. Rice 

As of March 8, 1957, 59.3 percent of the $14,006,006 national alloca- 
tion for rice was covered by agreements. The five States with the 
Jargest participation were as follows: 


Percent of 








| | | 
State Acres | Amount | State allo- 

| cation 
Arkansas... | 30, 801 $1, 870, 089 55.6 
Ee EA iB sed iy aR ERR 38, 805 | 2, 859, 038 94.1 
Louisiana_..-__-- daviitwnecun : | 27, 362 | 1, 570, 320 43.4 
PIE dcsccl~owcoes : .| 5, 776 | 344, 230 91.0 
TOM i aa 26, 291 | 1, 623, 090 | 45.8 

emt ae EAL. : : see 129, 035 | ae 
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The participation in Arkansas, Louisiana, and Texas is well below 
the amounts allocated to those States, but permission was granted for 
farmers to sign “over limit” acreage, and this may bring a large num- 
ber of additional acres into the program. 

(a) Texas—Rice—A. C. Coffman, ASC county office manager, 
Beaumont, advised that participation was discouraged by the small- 
farm limits of 20 acres or 30 percent of the allotment, as the rice- 
growers generally felt it was more profitable to put all their allot- 
ments into production rather than put a small part in the ARP. He 
had five cases where growers made written offers and were actually 
putting no land in the ARP but offering additional acres that were 
in excess of their farm limits. With the lifting of the farm limits, 
the additional acres are being accepted. Coffman also stated the an- 
nouncement of the rice ARP came in January 1957, and this was 
after the ricegrowers had completed many of their plans. He thinks 
an earlier announcement would be beneficial. 








fo 
be 
to 
ms 
pa 
off 


su 


ric 
of 
off 
be 
pa 
wo 
I 


acr 
thi: 
tice 
anc 
stat 
for 


pay 


mit 
pro 
cor 
lan 
tici) 
can: 
rest 
are 
obts 
T 
lanc 
the | 


we 


we 


225 


W. A. Whitehill, Harris County ASC office manager, also advised 
that the farm limits were too small to permit widespread interest in the 
ARP for rice. 

(b) Arkansas—Rice.—Fred Koch, chairman, ASC committee, 
Lonoke County, advised that, because of the fact that the Department 
of Agriculture has reduced the maximum acreage for participation in 
the 1957 ARP to 20 acres or 30 percent of the farm allotment, very 
little interest is being displayed by the Arkansas rice producer. 
Koch stated that, with the fixed cost of water supply and high cost 
of rice-farming equipment, the tenant cannot economically farm a 
unit of less than 50 acres and would prefer 100 acres. He stated that 
a farmer who has 50 acres will not place 20 acres in reserve and har- 
vest the remaining 30 acres, because he can farm the 50 acres almost 
as cheaply as he can 30. His water costs are the same and he has the 
equipment to harvest the entire unit; therefore, he is financially bet- 
ter off to harvest a crop on the entire acreage. Koch is of the opinion 
that if the Department would return to the 50 acres or 50 percent 
maximum they could attract more of the small rice producers. 

Koch stated that, although a rice producer may sign an agreement 
for the present maximum and offer additional acreage which may later 
be accepted by the Department, he will not as a rule commit himself 
to this type of an agreement. He stated that a rice producer has to 
make his farm plans early in the season and cannot wait for the De- 
partment to make a determination of whether to accept the additional 
offering. The rice producer has to throw up levees, reroute the water 
supply, and make his arrangement with his tenant. 

urle McMahen, fieldman for Arkansas district I, advised that the 
rice allotments are either small or very large. He stated that some 
of the small producers may sign up for the maximum amount and 
offer the remaining acreage of their allotment in the hope that it will 
be accepted. He stated that this is purely a gamble on the producers’ 
part because they won’t like to farm a small remaining plot which 
would be unprofitable. 

McMahen advised that there are some rice producers who will have 
acreage in rotation and will participate in the acreage reserve to idle 
this land. In addition, these farmers will employ certain ACP prac- 
tices on the acreage reserve such as land leveling, ditching, terracing, 
and other practices to get ready for irrigation. Under these circum- 
stances, a rice producer will be paid the normal-yield rate of payment 
for the land in acreage reserve and also receive a part of the practice 
payment under ACP. 

(ec) Louisiana—Rice.—J. H. Arceneaus, Louisiana State ASC com- 
mitteeman and a large rice producer, advised that most of the rice 
produced in Louisiana is on a share basis. This involves the canal 
companies which furnish the water, the landowner who furnishes the 
land, and the tenant who furnishes the equipment. Each party par- 
ticipates in the production in varying percentages, but usually the 
canal companies receive 20 percent and the landowners 20 percent, the 
rest going to the tenant. Arceneaus advised that, when several people 
are concerned with the division of the payment, it is more difficult to 
obtain cooperation in a program such as the soil bank. 

The canal companies, which are set up to supply water whether the 
land is idled or not, can only receive 20 percent of the net return from 
the land under acreage reserve instead of 20 percent of the gross if the 
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land is planted. This is also true of the landowner. Therefore, the 
canal companies and landlords may be reluctant to participate in the 
soil bank. 

§. Tobacco 


The following table reflects the participation in the 1957 ARP as of 
March 8, 1957: 


I i mel chine eres cain Soli mon pdb peesnanpaien tp 51, 796 
Soperor ecres 6s eb ce. Lakh oth tits bdok ba naib bt aden 77, 157 
SRR, | CORMAN a a ie a a ee ns ._.... $17, 038, 540 
Allocation —__-- Se Acradac ieee AALS detedk ath albeg ys wip lnhaidnetiele haber dctniuiects- Abed stews: on, 061,042 
Percent committed__-_-- a a 48. 6 


In three States, Kentucky, North Carolina, and Virginia, State and 
county officials as well as producers stated the main factors making 
producers reluctant to participate in 1957 were: 

(a) The difference between soil-bank rates of payment and the mar- 
ket price is too large. 

(b) Desire of landowners to perpetuate longstanding agreements 
with good tenants. 

(c) Landlords were hesitant to enter their acreage in soil bank and 
pay the tenant on the same ratio as prior crop sharing. 

Mr. Raymond Bottom, soil-bank specialist, Kentucky ASC State 
office, pointed out the soil-bank rate for burley tobacco was 18 cents 
per pound, while the 1956 average market price in Kentucky was about 
64 cents per pound. He said the market price was so much higher than 
the soil-bank price that the tobacco farmers thought they could make 
much more by growing it rather than by taking it out of production. 

In Connecticut, State and county officials advised many producers 
desired to place their entire allotment in acreage reserve because the 
new manutacturing process for cigar binders makes the demand un- 
certain. They Sto however, many producers observed that others 
were putting substantial acreage in the ARP and decided to stay out on 
the chance the 1957 crop would be reduced and thus command a good 
price. The officials stated this was a gamble because with the new 
process it was extremely difficult to estimate the demand for the 1957 
crop. They stated one of the factors that helped these producers in 
their decision was that the 1956 crop sold well and brought a good 
market price. Mr. Howard Goodrich, fieldman, State ASC office, 
stated the same unsettled conditions that existed in 1956 are still pres- 
ent in 1957. He said because of the new process no one knows what will 
happen to the tobacco growing industry in Connecticut. 
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B. PRODUCTIVITY OF LAND IN 1957 ARP 


The following table is taken from data showing participation in 
the 1957 ARP as of March 8, 1957, and compares the average rate per 
acre actually allowed for each commodity with the national announced 
rates: 

1957 ARP agreements 





— 
Acres Compensa- | Average rate | National an- 
tion peracre | nounced rate 


j | neato 


Wheat. -- 54-4, ; . 12, 579, 467 | $227, 516, 237 $18. 09 $20. 04 
otra RD ae aeeee 4, 473, 024 160, 909, 622 35. § 42. 66 
Cotton....__._- é 2, 643, 875 135, 502, 467 §1. 25 | 54.15 
Rice _- E - 4 129, 979 8, 309, 77 63. 9% | 63. 18 
Tobacco... --- Late bike eseak seaaes 77, 157 17, 038, 540 220. 83 | 253. 44 





mote oe 19, 903, 502 | 549, 276,640. 27. 60 | 32. 70 


Rice is the only commodity for which the rate per acre is more than 
the national announced rate. 

Since the rates are based on productivity of the land ,it would appear 
that in 4 of the 5 commodities, the average land being put into the 
1957 ARP is below the national av erage productivity of land used for 
the production of those commodities. 


VI. 1956 ConsrervATION ReservE ProGRAM 


The Department advised on March 12, 1957, that a total of 17,707 
conservation-reserve contracts were executed in 1956 involving 1 601, - 
403 acres of land. The amount of practice and annual payments 
obligated for 1956 as a result of the conservation contracts is $24,898,- 
253. The average annual payment per acre of land under contract 
was $8.62. The details of the operations of the conservation-reserve 
program are set out hereafter. 


A. INITIATION OF PROGRAM AND REQUIREMENTS 


The CRP was launched on August 19, 1956, when the Secretary of 
Agriculture announced the requirements for participation in the pro- 
gram. The terminal date for entering contracts was originally set for 
October 15, 1956; however, the final date was later changed to Novem- 
ber 30, 1956. 

The conservation-reserve goal for the 1956 program was set at be- 
tween 4 million and 6 million acres and the allocation, totaling over 
$150 million, was apportioned to States to reach that go: al. Partially 
due to the lateness of the program about 25 percent of the goal was 
reached in terms of acreage and 16.5 percent of the allocated funds were 
obligated. 

The regulations announced by the Secretary declared that all land 
used for cultivated crops or for tame hay is eligible for the conserva- 
7 reserve. The land must fall in 1 of 2 categories. 

. A crop must have been harvested from the land or it must have 
my in regular crop rotation during the year immediately prior to the 
first year of the CRP contract, or 

2. Tame hay or silage must have been harvested from the land 
during either of the 2 years immediately prior to the first year of the 


CRP contract. 
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The CRP is the longer-range part of the soil bank. Its overall 
objectives are to retire from production general cropland that is not 
needed now and to help conserve soil, water, trees, and wildlife. 

The program is in effect for 5 calendar years, 1956 through 1960. 
The standard contract signed during this period may extend beyond 
these dates. Contracts are written for a minimum of 3 years and 
some contracts may be written for 5 and 10 years depending upon the 
conservation practice approved for the land in reserve. 

In 1956, contracts were offered for period covering 4 years, 6 years, 
and 11 years. The Secretary made this determination for 1956 be- 
cause the act was approved late in the planting season and the desired 
cropland reduction for 3-, 5-, and 10-year periods by including 1956 
would not be fully achieved. 

Annual payments were obligated for the full calendar year of 1956 
even though the first conservation reserve contract was not signed 
until September 1956 and many were not signed until just prior to 
the terminal date, November 30, 1956. The explanation furnished by 
the Department for making full-year payments for 1956 is that, al- 
though partial payments were considered, it was not deemed adminis- 
tratively possible to compute partial payments because of the difficulty 
of determining performance and the degree of payment which could 
be made under each individual contract. 

Under CRP a producer is paid an annual rent each year of his con- 
tract for the retirement of the land, and, in addition, is paid up to 80 
percent of the cost of establishing approved soil, water, forestry, and 
wildlife conservation practices on the land. The national average 
rate for annual payments is $10 per acre; however, the rate is adjusted 
among States, counties and farms based upon land values and the 
productivity index of crops harvested by the producer. 

Annual payments obligated for 1956 totaled $13,792,307. In addi- 
tion, practice payments obligated for 1956 totaled $11,105,946. 

The smallest amount of land that generally may be put in the reserve 
is 5 acres except for acreage to be planted to trees when the minimum 
may be 2 acres. There is no maximum except that if a total annual 
payment amounts to more than $5,000 to any producer for any pro- 
gram year, it must be submitted to the Secretary for approval. No 
contracts for $5,000 or over have been entered, according to the 
Department. 


B. TERMS OF THE CONSERVATION RESERVE CONTRACT 


Under the terms of the contract, the Secretary agrees to— 

1. Share the cost of establishing approved conservation prac- 
tices on the land that is placed in the conservation reserve. 

2. Pay the producer an annual rental on the land while the 
contract is in effect. 

3. Protect during the contract period the producer’s acreage 
allotment history if any acreage of allotment crops is diverted 
into the conservation reserve. 

The producer agrees to— 

1. Place specific tracts of land in the conservation reserve. 

2. Keep the conservation reserve in the approved practice 
throughout the contract. 
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3. Harvest no crop from this land, except timber under good 
forest management, or wildlife. 

4, Permit no grazing on this land. 

5. Control noxious weeds on this land. 

6. Comply with all acreage allotments on the farm. 

7. Reduce crop production by as many acres as are placed in 
the conservation reserve, unless the soil-bank base is less than 30 
acres and the producer elects to take the nondiversion rate (the 
nondiversion rate is 30 percent of the regular annual rate.) 


C. CONSERVATION RESERVE PRACTICES 


There is a national list of 10 conservation measures approved for 
conservation reserve land. State ASC committees select from the 
national list the practices adapted to the State; in turn, the county 
ASC committees choose from the State list the practices adapted to 
farmland in the counties. From the county list the producer may 
choose the conservation practice adapted to his land and to his kind 
of farming. 

The national list of approved practices includes three groups: 

Land cover.—Practices designed to establish a protective cover of 
grasses and legumes, trees, or shrubs on the land: 

1. Treatment of cropland with lime, rock phosphate, or gypsum to 
enable the growing of legumes and grasses for soil improvement and 
protection. 

2. Planting a permanent cover of grasses and legumes to protect 
soil or to change land use. 

3. Establishing trees or shrubs for erosion control, watershed pro- 
tection, shelterbelt, or forestry purposes. 

4. Planting grasses or legumes for winter protection from erosion. 

5. Planting grasses or legumes for summer protection from erosion. 

Water conservation—To help conserve water for better manage- 
ment of grazing land not in the soil bank or for irrigation of land in 
the conservation reserve: 

1. Construct dams, pits, or ponds to permit vegetative cover on 
land not placed in the conservation reserve. When the water is used 
for livestock, it must be piped or diverted from the pond to land not 
in the conservation reserve. 

2. Construct dams, pits, or ponds, for irrigation water. Stored 
water may be used, during the contract only for irrigation of cover 
planted on conservation reserve land. While the contract is in effect, 
the water cannot be used to irrigate crops for harvest. 

Wildlife conservation.—The conservation reserve offers three wild- 
life conservation practices: 

1. Establishing and managing cover for wildlife. 

2. Water and marsh management to benefit fish and other wildlife. 
This practice includes the development of shallow water areas to 
improve habitat for waterfowl, fur animals, and other wildlife. Crop- 
land developed in the past by draining marshland may be restored by 
putting earth plugs or water-control gates in drainage ditches. 

3. Building of dams or ponds for fish. 
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D. USDA FORMULA FOR MAKING ALLOCATIONS TO STATES 


Funds allocated to States under the conservation reserve program 
for 1956 were on the basis of a formula described as follows: 
Fifty percent to eligible land, i. e., total cropland less— 
(1) Allotment crops; 
(2) High value crops; and 
(3) Irrigated land. 
Twenty-five percent to soil-conservation land. 
Fifteen percent to 1953 agricultural conservation program par- 
ticipation. 
Ten percent to the increase in feed grain production from 1953-55. 


E. 1956 ALLOCATIONS, OBLIGATIONS, STATE RATE OF ANNUAL PAYMENT AND 
ACRES UNDER CONTRACT 


The following tabulation is compiled from data furnished this 
staff as of March 12, 1957, relating to the 1956 conservation reserve 
program : 











| | | | 
1956 1956 | Peracre | Acreage un- 
State allocations | obligations | annual pay- | der contract 

} mentrate | 1956 

} | és aS 
I oo ctintntericaceasiniesstlppnwes alice ‘ $3, 091, 000 $156, 486 $8. 00 | 8, 463 
Arizona hoa Sandee Bloc Aicdadadeous 279, 000 |____. | &@ }....2 f 
a he 3, 585, 000 | 72,477 | 9.00 | 7, 185 
SE pciicsaticieadccgucpenscsanccontcsncel. Laer 30, 134 | 2.00 768 
Colorado__.........__- PO ehh, BALLS. te cL Ts I 3, 266, 000 | 1, 369, 964 8.00 157, 452 
RR ag cones Do Se aaibos tne, | a 13.00 |___- : 
RS a ies rede Soares. ts oh 356, 000 | 3, 183 | 12.00 | 126 
hed hesdinnddataksbémes ‘inet Ne 994, 000 196, 294 | 8.00 | 12, 891 
EL Ee heel onc oaeae Heh Sol 3, 827, 000 | 1, 228, 571 | 8.00 | 74, 394 
Ra ile Dhak ao cia ied il alka ottiesennate nae 1, 376, 000 166, 715 | 11.00 | 10, 582 
ARE AE SIE ff 8, 340 | 12.00 | 540 
eT ABA EAE BEE ------| 4,779,000 23, 358 | 12.00 1, 546 
EER Ores ail 7, 968, 000 | 34,118 | 12. 00 | 2, 221 
a ahetdctiac be tokughisd dehdomeusha 7, 785, 000 | 705, 473 10. 00 48, 137 
INT 5S Sa oi d 5, 271, 000 | 44, 430 10. 00 | 3,018 
Louisiana. -.-.- ee 2, 563, 000 | 35, 605 10. 00 2, 573 
Maine <8] ds desna . 682, 000 | 81, 755 | 9. 00 6, 472 
Maryland............. ekddotness ; 1, 079, 000 | 39, 175 12. 00 1, 909 
Massachusetts maladie dele ‘ okt 361, 000 | 2, 419 | 13. 00 108 
TES RET SE EPL TLS ees ese Te AL. 4, 628, 000 107, 816 | 11. 00 14, 887 
a i ee ea | 5, 782, 000 149, 749 11.00 | 15, 932 
I rhe a. Sateen bn askthedanaod 2, 979, 000 | 107, 087 | 10.00 | 5, 360 
ial, cheatin dtidimdbedatideetennbid 6, 998, 000 146, 692 | 9.00 | 5, 604 
Montana..........- Deoaeatientelaied a Eaten hddeitagd 3, 751, 000 | 28, 523 9. 00 1, 944 
i aaa . at lal ‘ 4,770, 000 | 77, 733 | 9. 00 7,013 
oe a A ce 85, 000 |... > See 
New Hampshire. .--__- etetettshebidedtandudswed 303, 000 | 353 | 10. 00 106 
New Jersey. -...-.-.-- ee ae a 524, 000 | 13, 647 | 13. 00 883 
New Mexico...._-- ln kb sckntnncwde 626,000 | 5, 699, 871 | 8. 00 337, 244 
New York t deed Leeda hie dd 4, 653, 000 | 318, 834 | 11. 00 | 14, 691 
North Carolina ; nsidiiiiaiiaielainaly aceite ‘ 2, 259, 000 | 125, 722 10. 00 4, 798 
North Dakota al debiiaa oN 6, 520, 000 | 25, 604 | 9. 00 1, 846 
EE a ee b | 4, 842, 000 | 32, 786 | 12. 00 3, 210 
Oklahoma ae 4, 366, 000 | 1, 810, 592 | 9. 00 94, 323 
Oregon ae 1, 487, 000 | 34, 552 | 12. 00 | 1, 412 
Pennsylvania. _. -inceeateacalan ai ehemecomih 3, 668, 000 | 31, 204 | 11.00 | 2, 136 
Rhode Island. ..... < i bebbde | 73, 000 | | ol ee 
South Carolina......_- aopihithadeaden a 1,817,000 | 267, 382 | 9.00 14, 412 
South Dakota ok i ieeniap ant tadt iee 7 3, 421, 000 | 193, 876 | 9.00 | 18, 171 
SPOONING. hd iidinckk sbbbdebitonsadonsdsanhis [QTE | 140, 980 | 10.00 | 5, 199 
Tee... ok er ee are ..-| 11,345,000 | 10, 852, 064 10. 00 | 678, 216 
DP dn deebnness hide dess bd 520, 000 239, 588 | 11.00 | 16, 764 
ae ee Sea sale oat 683, 000 16, 045 10.00 | 689 
Virginia. _____- eee y | 2, 466; 000 14, 304 10.00 | 1,099 
Washington 5 ieee eee, 2s 2 2, 660, 000 13, 088 13.00 | 1, 042 
West Virginia_-. ; sone . ‘ 955, 000 1, 628 | 10.00 | 174 
ER ctnecink ag thekatdithiobthed dada 6, 050, 000 | 242, 250 | 10. 00 | 15, 235 
TF den chikieeeuncupbdesweces sarc 525, 000 7, 606 8.00 | 628 

i Ni at .-| 150,760,000 24, 898, 253 1, 601, 403 


231 


F. FINDINGS IN STATES 


The staff visited the Agricultural Stabilization and Conservation 
State offices in 15 States as well as a number of county offices. The 
selection of States visited was based primarily on heavy participation 
in the acreage-reserve program and, with the exception of Georgia 
and Texas, did not represent large participation in the conservation- 
reserve program. The CRP did not get under way until late in 1956 
and few practices were even started by the end of the calendar year. 

The States of Arizona, Nevada, Rhode Island, and Connecticut 
did not participate in CRP contracts in 1956. The Department 
advised that Nevada and Arizona have very little cropland that is 
not under irrigation and it is uneconomical for owners of irrigated 
lands to participate in the soil bank. Rhode Island and Connecticut 
are highly industrialized States and property values on cropland 
are too expensive to economically participate. 

The views expressed by State and county officials and producers 
have been analyzed under headings of (1) reasons for nonparticipation, 
and (2) reasons for participation, as set forth hereafter : 

1. Reasons for nonparticipation in the conservation-reserve program 

(a) The high value of some land made it uneconomical to place 
it inthe CRP. This was particularly true of the States in the com- 
mercial corn area which this staff visited. For example, Mr. Arnold 
Allen, program specialist, Illinois State ASC office gave high value 
of Illinois land as one of the primary reasons for low participation 
in that State. Other examples of this are found in the Mississippi 
delta area. The $10 annual rate in Louisiana was not attractive to 
farmers. George R. Kimbrough, fieldman, advised that even the 
poorest land suitable for the conservation reserve could be rented for 
pasture at an average of $12 per acre. 

(6) In Arkansas, Louisiana, and Georgia, some farmers have 
leased their entire farms to large paper companies for 99 years for 
total payments of from $35 to $50 an acre. The paper companies 
assume all the expenses such as taxes for the duration of the lease. 
Nolan McGee, program specialist, Arkansas, stated that this was 
considered more attractive than the conservation reserve because it 
provided more immediate cash and permitted the farm operator to 
give up farming and go into industry. 

(c) Mr. Robert L. Zinc, program specialist in Nebraska, advised 
that many farmers in that State are reluctant to sign conservation 
reserve agreements because they are required to comply with corn 
and wheat allotments as well as the soil-bank base for all of the years 
of the contract. Because of the yearly variations in allotments, the 
farmer feels that he is signing a blind one-way contract. It was stated 
that if the USDA had guaranteed the farmer against further reduc- 
tion in allotments, as well as his soil-bank base, during the period of 
the contract, the CRP would have been more acceptable. 

(d) State ASC committeeman, John W. Kearney, of Mississippi, 
and J. H. Arceneaus, of Louisiana, stated that in the States one of the 
reasons that the farmers did not participate in the program was be- 
cause they felt that it would be necessary to fence the land placed in 
the conservation reserve. Fencing is necessary to prevent unauthor- 
ized grazing of the land which would place the operator in violation 
of his conservation reserve contract. 











232 


(¢) Some farmers were stated to have rejected the CRP because 
they did not want to tie up their cropland for the long periods required 
under the contracts. For example, Mr. Preston Hagan, ASC chair- 
man in Nelson County, Ky., advised that this was the chief factor in 
holding down participation in that county. A survey conducted by 
the State office of Mississippi also cited this factor as a reason for low 
participation in the program. The Mississippi State office suggested 
an alternate proposal of a 2-year contract for establishing cover with 
option renewal as more acceptable. 

(f) Arkansas ASC Chairman Robert A. Tindall stated that there 
had been some dissatisfaction with the CRP program in some of the 
western counties of his State because of difference in rate of payments 
between Arkansas and in bordering Texas. For example, he cited 
Miller County, Ark., which has some of the poorest land in the State 
and received an annual rate of $6 per acre; Bowie County, Tex., ad- 
jacent to Miller County has approximately the same type of land and 
received $11 per acre. 


2. Reasons for participation 

(a) In Texas the heavy participation in CRP accounted for 44 per- 
cent of all the funds obligated nationally in 1956. Mr. I. H. Lloyd, 
State administrative officer in Texas attributed much of the partici- 
pation in his State to the serious prolonged drought. Some of the 
factors mentioned as directly relating to the drought which caused 
farmers to participate were: 

(1) The CRP program was launched after crops had been planted 
and advanced to a stage where it was evident that the crops were a 
failure. For example, ASC Chairman James W. Watson, Mitchell 
County, Tex., stated that approximately 50 percent of the participa- 
tion in that county was considered to be drought relief. 

(2) Since the 1956 crop year was a failure and prior years had also 
been failures, some of the farmers had little hope of conditions im- 
proving in the immediate future and entered into CRP contracts. 

(3) Because of the lack of moisture at planting time in 1956, some 
of the farmers did not even plant and automatically became eligible 
for CRP. 

(4) Because of the poor condition of the pastureland in Texas, 
cattle had previously been disposed of and again the farmers were 
automatically in compliance with the grazing conditions of the 
contract. 

(5) Due to a series of poor production years, some farmers were 
indebted to various lending institutions. ASC office manager, 
Michael Custer, Mitchell County, advised that it had been reported 
that some bankers had encouraged farmer participation to assure 
cash income and place the farmer in a more favorable financial 
condition. 

(6) State officials, Nolan McGee of Arkansas and Joseph Bath of 
Louisiana, stated that approximately 25 percent of the farmers par- 
ticipating in these States placed all of their eligible land in CRP. 
They advised that this may be due to the attractiveness of the pro- 
gram to older farmers who desire to retire and to farmers residing 
near industrial areas who are engaged in some off-farm employment. 

(c) CRP was attractive to farmers desiring to establish conserva- 
tion practices on their land, particularly since the Government will 
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pay up to 80 percent of the cost of establishing the practices. In 
rgia, State administrative officer, John F. Bradley, advised that 
forestry has proved to be profitable on family-sized farms and pulp- 
wood can be profitably harvested in 10 years. More than 90 percent 
of the CRP contracts in Georgia were for 10 years and covered for- 
estry practices. 

G. GENERAL 


Most of the State and local officials were of the opinion that land 
being placed in CRP is generally the least productive cropland in 
the State. 

Although there are a few instances of termination of producers’ 
contracts due to a determination of ineligibility upon inspection, will- 
ful violations of contracts were practically nonexistent. Some con- 
tracts were modified to reflect a more accurate measurement of the 
land under contract. 

In all States visited it was reported by State officials that all farms 
were entered by farm reporters to verify measurement of acreage 
and compliance with the contract. 

For the year 1956, it is difficult to establish the degree of crop 
reduction achieved through CRP. Much of the land placed in CRP 
was cropland on which no crop had been planted or was expected to 
be harvested. 


H. STATUS OF THE 1957 CONSERVATION RESERVE PROGRAM 


The Department advised this staff on March 11, 1957, that, as of 
January 30, 1957, a total of 24,159 new contracts have been signed in 
1957 covering 2,175,000 acres of land for which an estimated obliga- 
tion of $23,621,000 has been incurred. The terminal date for signing 
1957 conservation reserve contracts has been extended from March 
15, 1957, to April 15, 1957. 

The conservation reserve goal for 1957 has been set at 20 million 
acres. The authorization for 1957 obligations has been combined 
with the authorization for 1956 making a total of $300 million. How- 
ever, unless a larger number of producers sign up during the remain- 
ing period of time, participation will again fall far short of the goal. 

In most States visited less emphasis has been given to CRP than 
to ARP. This was attributed primarily to the burden of admin- 
istering the ARP under crash conditions. Some State administra- 
tive officers advised that when the signup for ARP has been com- 
pleted more attention will be devoted to emphasizing the merits of 
CRP to the county offices and the producers. It is expected by most 
State officers that CRP participation will increase in 1957 and during 
the remaining years of the Soil Bank Act. 


CoMMENTS OF DEPARTMENT OF AGRICULTURE ON A REPORT TO THE 
CoMMITTEE ON APPROPRIATIONS, House or REPRESENTATIVES, ON THE 
Som Bank, DeparrMEent oF AGRICULTURE 


The March 1957 report of the surveys and investigations staff of 
the Committee on Appropriations, House of Representatives, on the 
administration of the Soil Bank Act by the Department of Agricul- 
ture has been helpful to the Department. It has documented many 
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of the problems encountered with the soil-bank programs. As a sup- 
plement to administrative surveys and studies, it will assist us im 
improving the effectiveness and the efficiency of administration of 
soil-bank programs for subsequent years. 

A large part of the report is devoted to the acreage-reserve pro- 
gram for 1956 crops. It was well recognized by the Department that 
a 1956 program could not be properly presented to farmers in the time 
remaining between passage of the Soil Bank Act and harvest. The 
Department pointed this out in a letter to the ranking minority mem- 
ber of the Senate Agriculture Committee dated May 9, 1956, in which 
it stated: “It will take all the time available to prepare properly for 
a program on crops planted in the fall of 1956. Farmers would be 
helped far more, in my opinion, by a constructive program beginning 
on fall crops than by a hasty, ineffective program on 1956 spring 
crops.” 

As expected, the Department encountered many difficulties in carry- 
ing a program to the field in such a limited time. Many of the field 
personnel could not be adequately inforined on all points of the pro- 
gram. A large majority of the questions raised by the investigators 
are attributable directly to this situation. The 1957 and future pro- 

rams will not encounter most of these difficulties, particularly 
including the following: 

1. Under the 1956 acreage-reserve program payment was made for 
crops damaged by weather, on the basis of hurriedly appraised poten- 
tial yields of the crop. For 1957 and subsequent programs, agree- 
ments with farmers to take a crop out of production will be made 
before planting time. As a result, payment for the acreage taken out 
of production under the acreage-reserve program will be based on the 
productivity of the acreage removed from production. For 1957 pay- 
ments are based on county normal yields and careful committee 
appraisals of farm productivity. 

2. The lack of complete information caused by the rush to get the 
program to farmers before harvest time made it necessary to adjust 
and terminate many agreements with farmers. For 1957 and subse- 
quent programs, time will permit the dissemination of accurate infor- 
mation and the careful instruction of farmer-committeemen and field 
personnel. The report states that late in the program all penalties 
were waived. Penalties were not waived for willfully and knowingly 
violating an agreement: However, it was the Department’s position 
that a farmer be permitted to adjust or terminate his agreement 
where no violation was intended. 

3. The conflict between the purposes of the special legislation for 
the 1956 durum wheat crop and the acreage program posed many 
problems. Because the lateness of the season afforded other farmers 
a measure of crop insurance under the 1956 acreage reserve program, 
it was determined that a similar benefit should be offered durum wheat 
farmers. For 1957, these problems do not exist. 

4, Payments were made for the same 1956 crop under both the 
Federal crop insurance program and under the acreage reserve pro- 
gram. For 1957 and subsequent programs, there will be no basis for 
insuring acreage reserve since no crop may be produced. 

In general, the report indicates that the conservation reserve pro- 
gram is operating within the pattern which the law provides and as 
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contemplated by the regulations of the Department. Participation in 
1957 and subsequent years should increase substantially. 

It is logical to expect that the ultimate goal of 25 million acres under 
contract will be met before the expiration of the contract period on 
December 31, 1960. 

The report questions the payment of a 1956 annual conservation 
payment under contracts entered into late in the program year. An- 
nual payments for 1956 were made only for acreage which had not 
been harvested or grazed during the entire calendar year. Some 
farmers had set aside acreage in anticipation of putting it in the 
conservation reserve in 1956. However, the low participation in 1956 
indicates that only a moderate number of farmers could meet the no 
harvesting—no grazing requirement, 

In several places in the report a question is raised as to the justifica- 
tion for compensation paid in individual cases or types of cases. The 
respective State agricultural stabilization and conseravtion commit- 
tees are being called upon to furnish a report concerning these cases, 
to insure that proper corrective action is taken as dictated by circum- 
stances in the case. 


A REPORT TO THE COMMITTEE ON APPROPRIATIONS 
UNITED STATES HOUSE OF REPRESENTATIVES 
ON 

I. USE OF FOREIGN CURRENCIES GENERATED 
THROUGH P. L. 480 AND SIMILAR PROGRAMS 
II. WORLD AGRICULTURAL PRODUCTION AND EX- 
PORTS IN RELATION TO UNITED STATES FOR- 
EIGN AID PROGRAMS 
Ill. WORLD SYNTHETIC FIBER PRODUCTION AND ITS 
RELATIONSHIP TO COTTON 


SURVEYS AND INVESTIGATIONS STAFF, DECEMBER 1956 


































SuMMARY 
I. Directive. 
II. Scope of investigation. 


III. United States export position in agricultural commodities. 
A. General statement 

Foreign production of certain agricultural products is 
expanding in many countries. For reasons of self-suffi- 
ciency and conservation of foreign exchange, local produc- 
tion of many agricultural commodities has continued to in- 
crease. Those products from which the United States has 
received increasing foreign competition are cotton, wheat, 
rice, and tobacco. 

During the past 2 years, the United States has been gen- 
erally able to maintain its proportionate export position in 
many products in spite of the increased production abroad. 
Cotton, however, is a notable exception to this situation. 

This situation has been due primarily to favorable eco- 

























236 


nomic conditions in foreign markets and to the United 
States Government programs which have stimulated ex- 
ports. During the past fiscal year, over 40 percent of our 
agricultural exports were shipped under Government 
grants and sales. 
B. Government grants, Government sales and non- 
Government sales 

Total United States agricultural exports are estimated 
to have increased from $2,819 million in fiscal year 1953 
to $3,493 million in fiscal year 1956. Non-Government 
exports declined from $2,273 million to $2,076 million dur- 
ing this period and Government export programs increased 
from $546 million to $1,417 million. 

C. Commodity comparison of Government grants and 
sales and non-Government programs 

During fiscal year 1956, Government export programs 
substantially exceeded non-Government exports of cotton 
and linters, bread grains, coarse grains, and dairy prod- 
ucts. Non-Government exports exceeded Government pro- 
gram exports of leaf tobacco and fats and oils. 

D. Gotton. 

United States exports of cotton have declined for sev- 
eral years mainly due to increased foreign production and 
the sale of foreign cotton at prices below those quoted for 
United States cotton. During the period 1935-39, the 
United States had 42 percent of the world export cotton 
market; however, in 1955-56, our export trade had been 
reduced to only 19 percent, and Mexico had become the 
world’s second largest exporter with 16 percent. Since 
early 1956, when United States cotton started selling at 
competitive prices with foreign cotton, the movement of 
United States cotton increased. Mexico has only recently 
become our greatest competitor in cotton exports, and all 
indications are that Mexican production will continue to 
increase since cotton presently is more profitable to that 
country than any other crop. Historically, our best cotton 
customers have been the United Kingdom, Japan, West 
Germany, France, and Italy, but these countries have 
shown a declining volume of purchases from us since 1935- 
39. It is interesting to note that these countries have ex- 
panded their production of synthetic fibers to a great 
extent. 

During 1956, Mexico required importers of certain prod- 
ucts, notably automobiles, trucks and parts, to arrange for 
the export of cotton as a condition for receiving import 
licenses. This action is said to have been taken because 
of United States decision to sell cotton at competitive prices. 

Mexican transient laborers in United States believed to 
have contributed much to increase of Mexican production 
by reason of training received in the United States. 

E. Wheat. 

Wheat production has been on the increase in many 
countries. The United States has maintained the same 
proportion of its wheat exports (approximately 34 percent 
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of world trade) in spite of greatly increased export avail- 
abilities in the traditionally important surplus-producing 
areas. Our closest competitors are Canada, with 28.4 per- 
cent of the world market in the 1955-56 marketing year, 
Argentina with 12 percent, and Australia with 9.9 percent. 
None of these three countries has received foreign aid sup- 

ort from United States. The World Bank, to which 
Tnited States subscribes 35 percent of its capital, has 
loaned to Australia $258.5 million of which $90 million 
will be spent for agricultural machinery. United States 
has lost its Mexican market for wheat; exports have de- 
clined from over 16 million bushels in 1950-51 to 163,000 
bushels in 1954-55. 

Rice production has increased in traditional rice-produc- 
ing areas; Asia harvests approximately 88 percent of the 
total world crop. The United States is the 10th largest 
rice producer; the 1955 United States harvest was 1.9 per- 
cent of the world total. Burma is the leading exporter of 
rice with 33 percent of the market in 1955; Thailand is 
second, with 23.9 percent; and the United States is third, 
with 10.1 percent. However, the United States holds the 
largest quantity of rice in carryover stocks of any country. 
United States share of world market has declined from 
13.6 percent during 1946-50, to 12.9 percent during 1951-55, 
and 10.1 percent in 1955. 

G. Tobacco 

The United States held approximately 38.8 percent of 
the world export trade in unmanufactured tobacco during 
1955, which is about the same percentage held since 1935- 
39, except for 1945-49, when United States share was 46 
percent. The United States has not shared in the substan- 
tial postwar increase in world consumption and trade in 
flue-cured tobacco, its share of world trade having dropped 
from 85 percent during pre-World War II to between 60 
and 70 percent in recent years. The Department of Agri- 
culture is not too optimistic that the United States will 
continue to hold its principal customers in the future. The 
United Kingdom, Western Germany, the Netherlands, Aus- 
tralia, and the Philippines have recently been looking else- 
where for their tobacco supplies in order to conserve dollars 
and export their manufactured products to tobacco-pro- 
ducing countries. 

H. Corn 

Corn is the most important coarse grain exported by the 
United States. Our exports of corn have continued to 
increase until, during 1955-56, we held 55.2 percent of the 
world market. Argentina, prior to World War IT, had 
62 percent of the world market in corn; however, Argen- 
tine exports of this commodity had decreased to only 7.6 
percent of the world market during 1955-56. The Union 
of South Africa has recently moved into second place with 
13.9 percent. The outlook for United States corn exports 
is good due to increases in livestock numbers in foreign 
countries and the continued emphasis on national self-suf- 
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ficiency for bread grains in the major importing countries, 
thus limiting the acreage allocated to corn production. 
I. Fats and oils 

During the peetvar period, the United States has be- 
come the world’s largest net exporter of fats, oils, and oil 
seeds with sales showi ing a steady increase. United States 
sales of cottonseed and cottonseed oils have risen to the 
point where, during 1955, we supplied 80 percent of the 
world export trade in comparison with our prewar aver- 
age of only 2 percent. The United States is second in the 
exportation of flaxseed and linseed oil; the leading ex- 
porter is Argentina. During the prewar period, Argen- 
tina had 81 percent of this w orld market ; ; however, for the 
calendar year 1955, Argentina’s percentage had dropped 
to 33 percent. The United States position has changed 
from that of importer, prior to 1950, to that of exporter 
to the extent of 23 percent of the wor ‘Id market in 1955. 

J. Dairy products 

During 1955, United States offered Government stocks 
of dairy products for export at reduced prices approxi- 
mating world price levels. United States donated, during 
1955, considerably more dairy products for consumption 
abroad than it sold. United States exports have fluctu- 
ated widely. 


IV. Shipments of United States agricultural commodities under 





Public Law 480, mutual security, and similar programs and 
the use of local currencies generated from such shipments for 
foreign agricultural development 


LgTi- 


A. Programs of sales of United States surplus : 
cultural commodities for local currency 

The United States has exported large quantities of sur- 
plus agricultural products under various foreign aid pro- 
grams. In most instances, sales of the commodities have 
generated local currencies in the recipient countries. The 
programs reviewed in this report are the Mutual Security 
Acts of 1953 and 1954 (Public Law 118 and Public Law 
665) ; the Agricultural Trade Development and Assistance 
Act of 1954 (Public Law 480, 83d Cong.) ; Public Law 77, 
83d Congress; and Public Law 216, 8 83d C ongress. As of 
June 30, 1956, sales of surplus agricultural | products to 
foreign countries under these programs totaled over $2.4 
billion. 

B. Alleged conversion of Foreign Currencies to United 
States dollars for the purchase of farm equip- 
ment 

There has been no conversion to United States dollars of 
foreign currencies generated from disposal of surplus com- 
modities and to purchases of farm equipment from such for- 
elgn currencies. 
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C. Review of the operations of title I of the Agricul- 
tural Trade and Development Act of 1954 (Pub- 
lic Law 480, 83d Cong.) 

1. Administrative responsibilties 

Departments of Agriculture, State, Defense, Treas- 
ury, Office of Defense Mobilization, ICA, and Bureau 
of the Budget each have responsibility for administer- 
ing some phase of Public Law 480. 

2. Authorized uses of foreign currencies generated 
under the Agricultural Trade Development 
and Assistance Act of 1954 (Public Law 480) 

Uses of foreign currencies generated from sale of 
surplus commodities are a matter of agreement be- 
tween the United States and participating countries. 
The United States uses some of the local currencies for 
the purchase of military requirements, purchase of 
strategic and critical materials, and for other United 
States needs. Part of the funds is loaned to the partic- 
ipating countries to carry out economic projects and 
to promote multilateral trade. 

Public Law 480 sales agreements signed under 
title I (As of June 30, 1956) 

As of June 30, 1956, 59 agreements, or supplements 
thereto, had been ente red into with 27 countr les involv- 
ing a CCC cost of about $1,466.9 million. Over half 
of this amount was for whe: at and wheat flour ($526.1 
million) and cotton ($357.9 million). 

4. Shipments of Agricultural Commodities Under 
Public Law 480 as of June 30, 1956 

Shipments under title I totaled $500.3 million, ex- 
port market value, through June 30, 1956. Cotton 
moved slowly because of price competition until after 
inauguration of export sales program in early 1956. 
Shipments under title I were about 12 percent of all 
United States agricultural exports during fiscal year 
1956. 

5. Planned uses of local currencies generated 
through title I, Public Law 480 sales 

Title I agreements entered into by June 30, 1956, will 
provide equivalent of $1,041.9 million in loc al cur- 
rencies of which 48.8 percent, or $508.6 million, is 
planned for loans to foreign countries for multilateral 
trade and economic development, which is the category 
which will provide principal aid to agricultural de- 
velopment. Other categories, such as military pro- 
curement, may have indirect effect on agriculture; for 
example, construction of roads to military bases which 
can also be used as farm-to-market roads. 

6. Agricultural projects approved with title I, 
Public Law 480 local currencies. 

As of June 30, 1956, only six countries had agreed on 
projects which are expected to increase their ‘agricul- 
tural development. These total $30.75 million, as 
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follows: Spain, $9 million; Israel, $5.6 million; 

Japan, $8.4 million; Chile, $0.25 million; Ecuador, 

$3.1 million; and, Peru, $4.4 million. 

7. Use of local currencies for market development 

As of June 30, 1956, about $20.2 million of local 

currencies generated from title I sales had been planned 

for use in developing new markets for United States 
agricultural commodities. 

D. Review of the operations of title II of the Agricul- 
tural Trade and Development Act of 1954 (Pub- 
lic Law 480, 83d Cong.) 

Title II authorizes grants of surplus farm products to 
friendly peoples for urgent relief requirements. Majority 
of shipments were outright grants, however, local currency 
has been generated in three countries, Guatemala, $1.6 mil- 
lion; Pakistan, $2.2 million; and Yugoslavia, $17.3 million. 
No eens have yet been approved for these amounts, 
totaling $21.1 million; however, the law provides for their 
use to strengthen recipient country’s economy. 

E. United States voluntary agency surplus food dis- 
tribution programs 

It is estimated that during fiscal year 1956 voluntary 
relief agencies distributed surplus commodities that reached 
40 million needly people abroad as free donations; 487,000 
short tons were shipped in 1956. 

F. Use of agricultural products under the mutual se- 
curity acts 

Mutual security acts authorize sale of surplus commodi- 
ties abroad for local currency with proceeds to be used for 
purposes consistent with those under Public Law 480. Lo- 
cal currencies generated may be loaned or granted to reci- 
pient country. 

1. Surplus agricultural sales under section 550 
and section 402, MSA 
During the 3 years ended June 30, 1956, 29 foreign 
countries purchased $1,035.8 million (CCC cost, in- 
cluding ocean freight) of surplus commodities for 
local currencies. Cotton represented $342.4 million 
and bread grains $330 million of this total, excluding 
ocean freight. 
2. Agricultural projects approved with section 
550 and section 402 local currencies 
$695.1 million in local currencies has been approved 
for ICA programs, of which $52.7 million has been ap- 
proved for programs relating to agriculture and nat- 
ural resources, as follows: Spain, $18.8 million; India, 

$14.0 million; Israel, $7.4 million; Taiwan, $3.7 mil- 

lion; and Bolivia, $8.8 million. Most currencies have 

been programed for military assistance to enable 
countries to meet NATO requirements. 

G. Review of the operations of Public Law 216, 83d 

Congress 

This famine relief act resulted in shipment of $10.85 

million (CCC cost, including ocean freight) of wheat to 
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Bolivia, Jordan, and Libya. Bolivia raised about $5 mil- 
lion in local currency of which the equivalent of $1,541,250 
has been invested in agricultural, irrigation, and natural 
resources activities. 
H. Review of the operations of Public Law 77, 83d 
Congress 
The Pakistan Wheat Agreement resulted in shipment of 
$73.7 million of wheat for ‘famine relief ; $46.3 million was 
pe ibuted free and $27.4 million in loc: al currencies was 
‘ealized from sales; $1.4 million was used for United States 
putpouel and remaining $26 million programed for public- 
works projects, grain- -storage facilities, “Grow more food 
campaign” and an ir rigation project. 


VY. Agricultural development in foreign countries through mutual 
security programs 
A. General Policy 

Basic contribution to foreign agricultural development 
has been through programs of technical cooperation to in- 
crease food production for internal consumption and to 
develop the economies of less developed free nations. ICA 
estimates that such programs have helped train over 47,500 
technicians who have assisted more than 95 million farmers 
in cooperating countries. An estimated 1,800,000 farm 
demonstrations have been conducted. At present 500,000 
rural youth are members of approximately 36,500 rural 
youth clubs. Nearly 300 agricultural schools have assisted 
in the program and, by the end of 1956, approximately 
6,300 foreign agricultural participants will have received 
training in the United States. United States support proj- 
ects are providing irrigation for nearly 2.3-million acres 
of new land and 3.5 million acres of land previously under 
cultivation. Programs begun immediately following 
World War II were directed at agricultural rehabilitation 
and were continued during the Korean war period because 
food was in short supply. Following the Korean period 
the policy became one of avoiding ac tivities direc tly aimed 
at. increasing production of crops which are surplus in 

United States. 
B. ICA Nonproject obligations for foreign agricul- 
tural development (April 3, 1948, through June 

30, 1956) 

During the postwar period, $577,521,000 has been spent 
by ICA ‘for commodities aiding foreign crop production: 
$173,092,000 was for agricultural machinery (excluding 
tractors), $83,935,000 for tractors, $285,761,000 for ferti- 
lizer, $8,682,000 for seeds, and $26,053,000 was for pesti- 
cides. Of these sums, $234,917,000 was spent mostly in 
Europe during the pre-Korean war period. $160,4:! 50,000 
was spent during the Korean crisis with approximately 50 
percent going to the Far East; $182,154,000 has been used 
in the post-Korean war period with all but approximately 

$3 million going to countries other than European. 
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C. ICA project obligations for foreign agricultural 
development (April 3, 1948, through June 30, 
1956) 

ICA project expenditures cover dollar cost of technical 
cooperation projects such as training expenses, demonstra- 
tion equipment, ete. A total of $278,084,000 has been spent 
as follows : $28,741,000 in the Far East ; $196,227,000 in the 
Near East, Africa, and South Asia; $8,017,000 in Europe; 
and $45,099,000 in Latin America. As of July 31, 1956, 
there were 743 United States agricultural technicians on 
duty overseas, exclusive of those serving under contract. 

D. Approvals for withdrawal of counterpart funds 
for foreign agricultural development 

Counterpart funds totaling $1.3 billion equivalent have 
been approved for agricultural activities. $968,700,000 of 
this sum was spent during the period April 3, 1948, through 
June 30, 1953, and of this total $847,700,000 was expended 
in Europe. Since July 1, 1953, a total of $343 million has 
been expended: $117,900,00 was spent in Europe; $117 
million in the Near East, Africa, and South Asia; $83 
million in the Far East; and $25,100,000 in Latin America. 


VI. Credits established by the Export-Import Bank of Washington 
relating to agricultural development in foreign countries 
The Export-Import Bank of Washington has estab- 
lished several credits to facilitate the purchase of equip- 
ment and supplies necessary for the completion of foreign 
economic development projects which have both a direct 
and indirect effect upon agricultural production abroad. 
Such credits total approximately $676,745,000, with $116,- 
926,000 approved for Asiatic countries, $134,275,000 for 
the Near East and Africa, and $425,544,000 for Latin 
America. 

VII. Credits established by the international bank for reconstruc- 
tion and development relating to agricultural development 
in foreign countries 

During the past 10 years IBRD has approved loans to 
finance equipment, machinery, and economic projects of an 
agricultural nature to the extent of $214,000,000. Of this 
sum $41 million was loaned in Asia, $87 million to Australia, 
$39 million in Europe, and $47 million in the Western 
Hemisphere. In relation to disbursements made by IBRD 
for all purposes, 61.7 percent has been for goods purchased 
in the United States. 


VIII. International Finance Corporation (IFC) 

IFC, affiliate of the IBRD, aims to stimulate conditions 
which will encourage flow of domestic and international 
private investments into productive private enterprise 
particularly in the less developed areas of the world. The 
United States has subscribed to $35,168,000, or 45 percent, 
of total capital subscriptions. 
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IX. Assistance by private foundations to foreign agricultural 
development 

Several United States privately endowed organizations 

have programs which contribute to agricultural develop- 

ment in various parts of the world. They include the Near 

East Foundation, the Rockefeller Foundation, the Interna- 

tional Basic Economy Corporation, and the Ford Foun- 

dation. The latter is active in Mexico in developing hy- 

brid corn and rust-resistant wheat and in other Petts 
American countries in corn, wheat, and bean projects. 


X. The Colombo Plan 
Colombo plan provides international cooperative effort 
which assists the countries of South and Southeast Asia to 
raise standard of living. Participation of the United 
States is principally through established ICA missions, 
No direct monetary contribution made to Colombo plan by 
the United States. 


XI. Organization of American States (OAS) 

The OAS affords technical assistance to its 21 member 
countries. United States contributes 70 percent of the 
OAS budget. Two agricultural projects, of the program 
of technical cooperation of the OAS, account for about 44 
percent of the 1956 budget of $1,714,907. These projects 
principally offer training in prevention and control of foot- 
and-mouth disease and training in agricultural subjects. 


XIT. Food and Agriculture Organization of the United Nations and 
related agencies 

FAO comprises 72 nations and is officially connected 
with the United Nations only through an agreement. 
FAO assists its member governments in improving their 
agriculture, mainly through technical assistance and 
training. The FAO budget for 1956 was $6,460,000, of 
which the United States contributes $2,034,900, or 31.5 
percent. 

The expanded technical assistance program (ETAP) is 
controlled by the U. N. through its Technical Assistance 
Board and the Economic and Social Council. The 1956 
budget of ETAP was $29 million, to which the United 
States contributed $14.5 million, or 50 percent. The agri- 
cultural projects of ETAP are carried out by FAO; the 
money made available to FAO from ETAP ($8,535,100 in 
1956) is materially larger than the regular FAO budget. 

The United Nations International Children’s Emergency 
Fund (UNICEF) devotes a portion of its budget to food 
and agriculture which, in 1956, was estimated to be $3,060,- 
000, of which the United States paid 60 percent, or 
$1,836,000. 

XIII. Synthetic fibers 
A. The growth of the synthetic fiber industry and 
overtaking of cotton 

Rayon and acetate staple fibers are directly competitive 
with cotton in many uses and have shown a phenomenal 
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growth in the United States since 1935. Rayon has almost 
entirely replaced cotton in the production of automobile 
tire cord, previously the largest single outlet for cotton. 
World production of synthetics in 1955 was equal to 13.0 
million bales of raw cotton which is a million bales above 
total world trade in cotton. Estimated world synthetic 
fiber production capacity is expected to rise to 18.5 million 
bales by the end of 1957. 

B. Contributions to foreign synthetic fiber and textile 
production by United States Government funds 
and technology 

ICA has financed textile machinery abroad in the amount 
of $120,437,000, mostly purchased in the United States. 
Active projects in the textile industry in the Near East and 
Far East involve ICA funds to the extent of $6.2 million 
appropriated funds and $0.5 million equivalent of counter- 
part funds. ICA has approved withdrawal of European 
counterpart funds for basic textiles in the amount of 
$48,800,000. ICA has sponsored technical assistance in tex- 
tile projects involving the training of 315 foreign nationals 
in the United States from 21 foreign countries; also, 55 
United States technicians have been sent to various foreign 
countries to provide know-how. 

C. Alaska Pulp & Lumber Co. 

United States Forest Service has agreed to sell 51, billion 
feet of standing timber in Alaska to supply Japanese 
industry with 50 percent of its foreign pulp requirements. 

D. Import duties and restrictions 

There are no quantitative restrictions in the United 
States for the importation of cotton yarn and piece goods 
or for the importation of continuous filament spun yarn 
and piece goods made from synthetic fibers. There are, 
however, quantitative quotas, as well as import duties, for 
certain imports of raw cottons. The United States has a 
15 percent ad valorem import duty on staple fiber but no 
import duty on dissolving wood pulp. 

E. Price relationship of cotton with synthetic fibers 

- Competitive pricing, during 1956, of United States cotton 
for export has reduced the price advantage European 
rayon held over United States cotton. United States cotton 
now in strong competitive position with rayon in all major 
textile producing countries except Spain. 


TI. Drrecrive 


The Committee on Appropriations requested this staff by a directive 
dated May 21, 1956, to inquire into certain activities of the Department 
of Agriculture. One phase of that directive had to do with the han- 
dling of shipments of United States surplus agricultural commodities 
under Public Law 480, mutual security, and similar programs. The 
committee asked that special attention be given to the handling of local 
currencies and counterpart funds generated from such shipments, 
particularly with reference to the use of such funds for the purchase 
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of agricultural machinery and equipment and the financing or other 
activities designed to increase foreign agricultural production. 

The original directive was broadened to include additional matters. 
Particular attention was to be given to those countries which, during 
the past few years, have shown an increase in production and an im- 
proved export position in commodities which are currently in surplus 
in the United States. The study was broadened to include the con- 
tribution to foreign agricultural productivity made through coop- 
erative projects of the International Cooperation Administration 
and its predecessor agencies and other agencies of the United States 
Government. 

The committee also requested that the study include an analysis of 
the extent of American aid in the expansion of foreign synthetic fiber 
production and its relation to the world cotton export market. 

Separate reports are being submitted on other work done pursuant 
to other phases of the committee directive. 


II. Scorge or INVESTIGATION 


In carrying out the request of the committee, as set forth in the 
directive, the staff has reviewed the use of foreign currencies generated 
as the result of the sale of United States surplus agricultural com- 
modities. An objective of the study was to determine the extent, if 
any, to which such foreign currencies may have been employed to 
increase agricultural productivity in foreign countries in those com- 
modities which are surplus in the United States. In order to arrive 
at valid conclusions regarding the effect of all agricultural develop- 
ment programs abroad in which the United States has participated, 
it was necessary to compare our past and present export positions 
with those of our competitors and to determine if the results of such 
agricultural programs abroad have served to create additional export 
competition. 

Several United States agencies are concerned with special aspects 
of the programs for foreign economic and agricultural aid and tech- 
nical assistance. Consequently, it was necessary to request each Gov- 
ernment agency concerned to prepare data applicable to the study. 
This staff correlated and evaluated the data received from the various 
sources in order to integrate the material contained in the several 
sections of the report. 

Because United States dollars from varied sources, other than direct 
Government support, contribute to agricultural productivity abroad, 
it was necessary to review the activities of international agencies to 
which the United States contributes and to study the activities of 
private foundations. 

The annual reports of the International Bank for Reconstruction 
and Development (IBRD) were studied and analyzed. Reports and 
publications of the Organization of American States (OAS) and pri- 
vate foundations which operate abroad were reviewed. 

Due to cotton’s critical export position, especial attention was given 
to its appraisal. Since rayon staple fiber is directly competitive with 
cotton, a study was made of world production and consumption of 
synthetic fibers. 

In surveying the various programs pertinent to this study, members 
of this staff were in consultation with officials of the Department of 
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Agriculture, Department of State, United States Treasury Depart- 
ment, Department of Defense, International Cooperation Admin- 
istration, Bureau of the Budget, Export-Import Bank, and Foreign 
Agricultural Organization of the United Nations. In addition to 
Government officials, this staff was in contact with representatives of 
industrial associations, private bankers, and officials of private 
industries. 


III. Unrrep Sratres Exrortr Postrion rn AGRICULTURAL CoMMODITIES 
A. GENERAL STATEMENT 


The Foreign Agricultural Service of the USDA recently completed 
a worldwide s survey and reported that the agricultural production year 
of 1955-56 surpassed all previous years in total output of agricul- 
tural products. It was the third consecutive year since prewar that 
the increase in agricultural production has exceeded the growth of 
population. 

The world’s increased production in the past few years has been 
caused by a combination of good growing conditions and several eco- 
nomic factors which favored continued expansion. ‘These have 
culminated in large surpluses of wheat and cotton, lesser surpluses of 
a number of other crops, and moderate surpluses of animal products, 
with prices of most commodities weakening from the levels of the 
immediate postwar years. 

The low level of agricultural output at the close of the World War 
II focused attention on the need to improve practices and extend 
the application of agricultural research in all parts of the world, in- 
cluding developed and underdeveloped areas, and exporting and im- 
porting countries. Expansion programs were undertaken which often 
were coupled with price incentives in one form or another. 

Programs of self-sufficiency have been expanded in foreign coun- 
tries which formerly imported a substantial volume of U nited States 
agricultural produce. Various price-support programs have stimu- 
lated expansion of agricultural acreage in foreign countries generally. 
The various steps to enhance yields, including a very gre eat increase 
in the use of fertilizer, the extension of mechanization, and the broader 
use of improved seeds and pesticides, have all served to expand pro- 
duction. The countries which normally import large quantities of 
food and other agricultural products are continuing programs to 
expand their agricultural output for reasons of self- ‘sufficiency and 
conservation of foreign exchange. 

In recent years, world trade in the types of agricultural commodi- 
ties commercially produced in the United States has been gradually 
increasing. While increased export trade has been on the rise in 
foreign countries since 1948, the United States agricultural exports 
have remained approximately the same in most commodities. This is 
not true of cotton as the United States share of the world market 
has substantially decreased. In the past 2 years, however, the United 
States has generally maintained its proportionate overall position 
despite further increases in production abroad. The principal factors 
sustaining the United States agricultural trade are the favorable eco- 
nomic situation in foreign markets and the United States govern- 
mental programs to stimulate exports. An important factor in im- 





proving the financial position abroad to enable the foreign countries to 
purchase our commodities has been the United States defense and 
economic expenditures in these foreign markets. 


B. GOVERNMENT GRANTS, GOVERNMENT SALES AND NONGOVERNMENT SALES 


The analysis set forth below represents a breakdown of United 
States agricultural exports under various Government programs and 
sales outside Government programs during the past 11 years. 


United States agricultural exports—Government grants, sales under Government 
programs, and sales outside Government programs, years ending June 30, 1946, 
to 1956 

[In millions of dollars] 


| | 
| | Total Sales Total 
Govern- Foreign Barter Direct | grants outsi | agricul- 
ment currency | sales? | loans# | and Govern- | tural 
} | 
| 
| 


direct sales ? sales | ment | exports 
grants! | | programs 


1946 ‘ etn. 1, 787 # 4 be 95 | , 982 | 5 | 2, 857 
1947___- saoee 913 | ; i ‘ , 157 | 2, 070 | x | 3, 610 
1948___. 2 , 576 |_- 323 | , 808 , 606 3, 505 
1949___ ; 2, 302 | : : 2, 344 | , 486 3, 830 
1950_- , 975 L 2% 005 | 981 | 2, 986 
1951 : , 187 | | , 210 | 2 3, 411 
1952 wine 580 | 3 273 96 3,15 , 053 
| ae | 436 | O65 546 | , 273 . 819 
1954 omit 448 | 116 3 7 2, 225 2, 936 
1955 Ria 376 354 | 2! 9 | 24 | 2, 3, 144 
1956_....-. ‘ 282 776 | 2 sl | a 2, 076 3, 493 





1 Includes economic aid, Army civilian supply, and USDA donations. Included as economic aid in 1946 
and 1947: Lend-lease, UN RRA; in 1948: UN RRA, interim aid, Greek-Turkish aid, United States foreign 
relief, ECA, and International Refugee Organization; in 1949-55: ECA, mutual security and other programs 
administered by ICA and predecessor agencies (except ECA-GARIOA which is listed as Army civilian 
supply), including relief shipments under Public Law 216 (83d Cong.) and Publie Law 480, title IT (83d 
Cong.). Included as USDA donations in 1950-55: Section 416 of the Agricultura] Act of 1949, as amended. 
Export values are used except ECA liftings in 1949-51, ECA (FOA, MSA and ICA) paid shipments (ex- 


2 None prior to 1954. FOA and ICA paid shipments (expenditures) for section 550 of the Mutual Security 
Act of 1953 as amended and section 402 of the Mutual Security Act of 1954. Liftings for title I, Public Law 
480 (Agricultural Trade Development and Assistance Act of 1954). 

> None prior to 1950. Deliveries to contractors at export market value. 

4 1946-55 includes Export-Import Bank loans; 1946-48 includes USDA cotton credits; 1947 and 1948 includes 
United Kingdom loan (estimated); 1952 includes India grain loan and Spanish loan (wheat and cotton); 
1953 includes India grain loan, Pakistan and Afghanistan wheat loans. 

Note.—All data are preliminary; some estimated. Due to differences in methods of valuation among 


programs, comparisons between program and total exports and between nonprogram and total exports do 
not reflect quantities included. Due to rounding, figures may not add to totals shown. 
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Cc. COMMODITY COMPARISON OF GOVERNMENT GRANTS AND SALES AND 
NON-GOVERNMENT PROGRAMS 


The analysis set forth below is a breakdown of certain commodities 
exported by the United States during the past 6 years using as a com- 
parison total exports under Government programs and total exports 
under non-Government programs. 


Years ending June 30—1941 to 1956 


[In millions of dollars] 


























1951 | 1952 a 1953 on BE ies 1955 1956 
Commodity Rae. Fhe eit: a | | 7 2 
Gov-| Non-| Gov-| Non-| Gov-| Non-| Gov-| Non-| Gov-| Non-| Gov-} Non- 
ern- Gov-| ern- | Goy-| ern- | Goyv-| ern- | Gov-| ern- | Gov-| ern- | Gov- 
ment} ern- | ment} ern- | ment} ern- | ment} ern- | me nt! ern- nt ment] ern- 
ment | ment ment ment } ment ment 
|] — | -—- -] —)-- J - J - = I hina: 
Cotton and linters__..._.. 457 | 484) 276 | 928| 248] 328; 304) 376) 279) 413) 275 107 
Bread grains. .....| 3386] 425 | 390] 692] 139] 547] 185 | 265 329 169 | 429 170 
Coarse grains__ -| 134 244 95 245 84 237 37 200 66 178 231 169 
Leaf tobacco___......_...- 132} 142; 56] 271 21 | 264 28 | 272 2 | 15 | 1 326 
Fats and oils___.......---- 55 338 2. 364 19 421 39 372 84 | 415 5 7 484 
Dairy products_......._-- 47 | 106 2 Ps 97 1 aa 72} 70} 86| 129 | 80 157 | 126 

| | 








The USDA advised that the long-term outlook for United States 
agricultural exports is favorable for a number of products but there 
are also prospects for a continuation of the very difficult problems 
encountered in even maintaining United States exports of other com- 
modities. Those products which are receiving increasing foreign com- 
petition are cotton, wheat, rice, and tobacco. It is also anticipated 
that feed grains and fruits may at some future date receive real com- 
petition. Products which are enjoying a favorable export position 
at the present and expected to continue are fats and oils, high protein 
animal products, feed grains, and certain types of fruits for which 
world demand and international trade is expanding. 

World export data on specific agricultural products which are 
being exported by the United States and our relative position in the 
market is commented on in the following paragraphs. 


D. COTTON 


The Department of Agriculture advised that most of the expansion 
in foreign production of cotton from the prewar 1934-38 period to 
the 1950-54 period has occurred in the newer or minor cotton-produc- 
ing countries. Following are some production statistics in the areas 
which during prewar were not normally considered to be significant 
cotton-producing countries : 


{In 1,000 bales] 





Areas 1934-38 1950-54 1955-56 

average average estimate 
Near East (Iran, Iraq, Syria, Turkey, and Alghenials MD secs 470 1, 129 1, 399 
South America (excluding Brazil and Peru) _- j 362 710 703 
Mexico _. ; . 317 1, 333 2, 250 
Africa (excluding FE gzypt) ‘ 891 1, 467 1, 679 
Central America --- . ommat 9 | 160 | 337 


Total... ; 2, 049 4, 799 | 6, 368 
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Annual foreign production during the 1950-54 period was approxi- 
mately 3.7 million bales higher than the prewar average. Of this 
increase 2.7 million bales are accounted for by increases in the areas 
mentioned above which were considered minor producing areas before 
World War II. 

The major producing areas, with the exception of the United 
States and the Iron Curtain countries, had practically no change in 
production. 


1934-38 1950-54 1955-56 
average average estimated 


Brazil and Peru. 

MOTB de ha uecedccccwes a Faedecuen 

India and Pakistan. --- ousbuee = 5, 168 
United States oe oe =a 12, 712 
Iron Curtain areas. - ibe kdieene 6, 131 | 


nicteneatmeliinaamerargrts 
Total- Sadet Lows ek: 5 28, 023 | 30, 344 | 
Newer producing areas. “een . ; enniean 2, 049 | , 199 
Rest of the world Ss sshiegatetel 459 | 


Total, world production--.-__-..--.-- a 30, 531 


The Iron Curtain countries, including China, have been successful 
in expanding their cotton production. Most of this expanded pro- 
duction has heretofore been consumed behind the Iron Curtain; how- 
ever, it is now beginning to reach the free-world market. 

Statistics compiled by the Department of Agriculture reflect that 
during the 1934-38 period foreign cotton consumption averaged 23 
million bales, of which the United States supplied 5.3 million bales, 
or approximately 23 percent of the total. In the immediate postwar 

ears, 1945-49, foreign cotton consumption averaged only 19.1 million 

ales per year, and United States exports dropped to 4.1 million bales, 
or 21.5 percent of the total. Although foreign consumption of cotton 
increased to an average of 25.2 million bales per year during the 
1950-54 period, the United States exports continued at 4.1 million 
bales, which reduced the percentage to 16 percent. 

In spite of increased population throughout the world, it is reported 
that the level of world trade in cotton has not changed to any sub- 
stantial degree in the last 20 years. With the exception of the war 
years and the immediate postwar years, the average annual volume of 
world trade has fluctuated around 12 million bales since 1934. The 
United States share of total exports in prewar 1935-39 averaged 42 
percent. During 1950-54, the United States share declined to 34 
percent, and the 1955-56 share decreased to 19 percent. Trends in 
world cotton exports show that the impact of competition from the 
newer or minor cotton-producing countries, combined with the Iron 
Curtain countries, is important to future United States markets. 

Set forth below is a schedule of exports from the principal export- 
ing countries and share of world market over a period of 20 years. 
This tabulation clearly establishes Mexico as our chief competitor, 
and, while many of the minor producing areas have made slight gains, 
Mexico has increased its share of the world market from 3 percent 
during the 1945-49 period to 16 percent during 1955-56, an increase 
of 433 percent. During this same period, the United States share 
has dropped from 40 to 19 percent, a decrease of 52 percent. 
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The Department of Agriculture advised that exports of cotton 
from the United States have declined in recent years as a result of 
increased foreign production and the availability of increasing 

uantities of foreign cotton for export at prices below those quoted 
or United States cotton. The displacement of United States cotton 
on export markets became more extensive when prices of foreign 
growths dropped below the United States loan level. Other factors 
that enhanced the position of foreign competitors were the conclusion 
of bilateral trade agreements between foreign countries and scarcity 
of dollar exchange in some of them. Consumption in foreign countries 
was not a contributing factor to declining United States exports be- 
cause it has followed a steady uptrend. 

Trends in world cotton exports show that the impact of competition 
from the minor producing areas is even greater than indicated by 
trends in production. Exports from these areas in 1954-55 were 
2.4 million bales above the 1934-38 average, whereas exports from the 
traditional major cotton countries, excluding the United States, were 
2.6 million bales below the 1934-38 level. During this period Com- 
munist countries increased their exports by 1.1 million bales while 
United States exports declined by 1.7 million. 

In prewar years, when the United States had 42 percent of the 
export market, our best customers were United Kingdom, Japan, West 
Germany, France, and Italy. These markets have shown decreased 
volume since prewar 1935-39. Set forth below is an analysis of our 
markets from 1925 to 1954 as compiled by the USDA. 
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After March 1956, all grades of United States upland cotton were 
sold at prices competitive with foreign countries. Since this new 
policy has been placed in effect USDA now advises that United States 
cotton is not only competing with foreign cotton but is highly com- 
petitive pricewise with foreign rayon staple fiber. 

It is of importance that ‘those countries which previously bought 
the greater portion of our cotton exports have, during the postwar 
period, expanded the production of synthetic fibers to the greatest 
extent. This expansion obviously made inroads into our cotton mar- 
ket in such countries. The keen ‘competition of synthetics in certain 
countries has provided these same countries with a price advantage 
over the use of United States cotton. USDA recently made some com- 
parative estimates of the price advantage that synthetics have held 
over cotton in our traditionally important cotton customer countries; 
for example, in Wesern Europe the price advantage of rayon staple 
fiber over United States cotton has been from 15 to 30 percent, in the 
United Kingdom and Japan the advantage has been above 35 percent. 
The competitive position of foreign-grown cottons over rayon staple 
fiber has been extremely close. As a result, United States cotton not 
only failed to meet the lower prices of foreign cotton but could not 
compete with foreign rayon staple fiber. A ‘separate section of this 
report has been devoted to synthetic fibers, their growth, and threat to 
our cotton export market, therefore it is not being discussed in detail 
in this section. 

Foreign Agriculture Service of USDA reported in March 1956 that 
about 45 percent of United States cotton exports in the past 2 years 
moved under (1) special Government programs, including sales for 
foreign currency under Public Law 480; (2) the use of cotton in the 
economic aid programs of ICA; and (3) sales financed through Ex- 
port-Import Bank loans. The Export-Import Bank of Washington 
advised that since 1945 a total of $753.4 million of United States 
cotton has been financed for export through this bank. 

An analysis of the information furnished this staff by the USDA 
shows that the increased production of cotton for export has taken 
place to the largest extent in Mexico, the Near East, Africa, and the 
Iron Curtain countries. The following paragraphs will discuss the 
United States support that certain foreign countries have received 
which may have contributed in some way to increased foreign produc- 
tion and displacement of United States markets. 

1. Mexico 

Mexico has not participated in our surplus agricultural sales pro- 
grams and, therefore, no local currencies have been generated and no 
loans from this source have been made for economic development proj- 
ects. Under the mutual security program there have been no funds 
appropriated for development assistance in Mexico. ICA officials 
advise that they hsve a relatively small mission in Mexico but the 
mission has not furnished any technical assistance in the commodities 
which are in surplus in the United States. 

There have been several loans from the Export-Import bank of 
Washington and the International Bank for Reconstruction and De- 
velopment which have materially aided the economic development of 
agricultural production in Mexico. The major credits are being dis- 
cussed ina separate section of this report. 
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Mexico’s production of agricultural commodities has been encour- 
aged by Mexican Government subsidy, improved credit facilities, in- 
creased import duties, inauguration of an extension servic e, and con- 
struction of irrigation and drainage works. All of these services have 
been made possible because of the increasing number of trained tech- 
nicians. The major assistance the country has received from for eign 
technicians has been provided by the Rockefeller Foundation. 

The enterprise that has substantially aided Mexico’s cotton produc- 
tion has been supplied through private channels. A report of this 
staff submitted last year pointed out that individuals and fiancial in- 
stitutions have, either directly or through subsidiaries and affiliated 
concerns, brought about large increases in cotton production and ex- 
ports by establishing cotton gins and markets, furnishing technical or 
managerial assistance, and providing financial aid to growers, cotton 
ginners, and cotton cooperatives. 

This staff discussed with the agricultural attaché of the American 
Embassy at Mexico City a new technique used during the past year 
by the Mexican Government to promote the sale of Mexican cotton. 
This has been referred to in official channels as a “compensation deal.” 

A committee composed of representatives of the Ministry of Finance, 
Ministry of Economy, the Bank of Mexico, the Ministry of Agricul- 
ture, and Banco Nacional de Comercio Exterior made a study to 
determine what action should be taken to assure the disposal of the 
Mexican cotton crop in view of the threat posed by the disposal in 
world markets of United States surplus cotton. This committee first 
recommended that importers of hot- and cold-rolled steel sheet be 
required to assist Mexico in disposing of its cotton crop. The plan 
did not materialize because of the steel strike in the United States. 

In July 1956, the Ministry of Economy called in representatives 
of American automobile assembly plants and cotton brokers and 
informed them that the automobile companies would be required to 
compensate their imports of parts for assembly with the export of 
Mexican cotton. The proposal made was that import licenses for parts 
for assembly would be granted only after arrangements had been 
made and a contract signed by the automobile assembly plant and 
a cotton broker covering the sale of an equivalent amount in value 
of Mexican cotton. The contract had to be presented to the Banco 
Nacional de Comercio Exterior for approval. After approval, the 
automobile assembly plant would be able to obtain an import license 
covering the parts required for assembly in Mexico. The contract 
contained a penalty clause for nonfulfiliment of the contract. The 
bank received a commission of one-half percent for handling and 
supervising the contract, and the cotton broker received a commission 
of approximately 2 percent for making the compensation arrange- 
ments. No public announcement was made of “compensation deals” 
by the Government. However, the Mexico City newspapers made 
a disclosure of the arrangement in early August 1956, and added that 
other commodities would subsequently be placed on the list of items 
subject to compensation agreements. 

The agricultural attache advised that while the President of Mexico 
approved the proposal, no decree was ever issued by the Government. 
The Ministry of Economy was directed to put the decision into effect 
and to use discretion as to how it should be applied. Local cotton 
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brokers were supplied with a list of commodities which must be com- 
ensated for by exports of Mexican cotton and a total value of the 
importations involved. The first list totaled approximately 112 mil- 
lion United States dollars, while a subsequent list, issued approxi- 
mately 1 month later, reduced this amount to $66,760,000. The list 
furnished the cotton brokers included automobiles and trucks (as- 
sembled and unassembled), iron and steel pipes, firearms, watches, 
wool, cotton and synthetic fiber cloth, radios and television sets, 
whisky, wines and liquors, artificial fibers, and installation of 
machinery. 

The Embassy advised that the only items on this list which were 
seriously affected were automobile parts, whisky, wines and liquor, 
and radios and television sets since the Mexican Government did not 
get around to extending the system to all commodities listed. 

Embassy officials advised that in their talks with Mexican Govern- 
ment officials, it was emphasized that they were forced to take this 
action because of the United States cotton export disposal policy. 
Mexico was of the impression that there was room in the world market 
for approximately 3.5 million bales of United States surplus cotton 
without affecting the marketability of cotton from other countries. 
Sales above that figure and up to 5 million bales, as mentioned in 
section 203 of the Soil Bank Act, would in their estimation lead to 
reduced sales by Mexico and other cotton-exporting countries. The 
Mexican officials stated that they had neither the financial resources 
nor the physical facilities to store large quantities of cotton, and they 
were forced to take prompt action to assure the disposal of this year’s 
cotton crop. Another cause for worry, as pointed out by the Mexican 
authorities, was the fact that at the time the plan was being considered, 
Mexican farmers were receiving about 22 cents per pound rather than 
the 24 cents per pound which the Government assured them they 
would receive. Mexican officials were of the opinion that uncertainty 
about the sale of Mexican cotton caused by threat of the United States 
cotton-disposal program enabled the cotton brokers to lower the price 
paid to the farmers locally. Mexican officials were of the opinion that 
compensation deals would not only move the Mexican cotton into 
export channels but would result in strengthening the local prices to 
farmers. 

The agricultural attaché advised that the “compensation deals” had 
the effect of accelerating the sale of the 1956 crop and also raised the 

rice to local farmers. Since Mexico was able to dispose of much of 
its crop through normal channels, the “compensation deals” were not 
employed to the full extent intended. Information that could be ob- 
tained by this staff was that American automotive firms moved only 
$28 million to $30 million worth of Mexican cotton: whereas the list 
furnished to the cotton brokers called for $61,500,000. This quota was 
based upon the first 6 months’ period, November 1, 1956, through 
April 30, 1957, and, from information obtained by the American Em- 
bassy, it is believed that there will be no enforcement of the “com- 
pensation deals” for the remainder of the year. The program was 
not directed specifically at American firms, inasmuch as it applied 
to all foreign importers of the commodities listed. 

According to the agricultural attaché, the Mexican officials have 
hinted that the plan may again be used in the coming year to help 
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dispose of Mexican cotton in world markets, particularly if the United 
States announces a plan for the disposal of substantial amounts of 
United States surplus cotton. 

The counselor of Embassy in Mexico advised that in his opinion 
the program that has contributed the most to Mexican agricultural 
development came about through the importation of Mexican transient 
laborers by the United States under international agreement over a 
period of many years. The Mexican laborers employed i in our various 
agricultural activities receive on-the-job training in the operation of 
farm equipment, irrigation, use of dortilizers and insecticides, and 
other modern agricultural techniques. Thus, millions of Mexican 
agricultural workers have received an education in modern agricul- 
ture which they have applied to their own farming problems. 


2. Near East 

The information reported herein is the result of an interview by 
staff members with an official of the Department of Agriculture who 
had just returned from a tour of the Near East and completed a study 
of cotton production in that area. The country position is analyzed 
as follows: 

Syria.—Production of cotton in Syria has been ats approxi- 
mately 25 percent the past year over the previous ye: The expan- 
sion has been brought about through Syrian savaies : lepital. There 
are no United States aid programs in Syria since that ¢ anes has 
continuously refused our aid. Ac cording to the USDA official, Syria 
has the potential of going to 1 million bales annual produc tion. The 
only thing that could set back Syria’s cotton program is the weak 
insect-control program. Syria is probably the only Near East coun- 
try which may show an increase in production over increased con- 
sumption in the near future. 

Turkey.—Turkey has a good potential for future production but 
is not expected soon to become an important exporter. The infla- 
tionary situation has strangled Turkish development and has reduced 
purchases of agricultural machinery, spare parts and fertilizers. 
Turkey recently built a large dam but now has no funds with which 
to complete a drainage system for irrigated lands and consequently, 
the dam is being used only for power. Before Turkey can expand 
its industrial and agricultural base the monetary exchange problem 
must be solved. 

Jran.—Iran has the land, water, and oil resources to finance the de- 
velopment of agriculture but has accomplished little due to the fact 
tools are primitive. The land is owned by a few large landowners 
who are not willing to invest in machinery and the tenants are unable 
to invest in large capital outlay. Insect control has been costly in 
Iran, in some cases more costly than the value of cotton raised per 
acre. 

Traq.—Iraq has the money for its liberal development budget and, 
on paper, the program for future expansion looks sound. The coun- 
try has already satisfied its need for fruits and vegetables and any 
new expansion may be expected to be in cotton. Iraq is now pro- 
ducing about 30,000 bales annually, although the figure of 1 million 
bales per year is often mentioned. This country has no mechaniza- 
tion which seems to be a problem for the future. Iraq has a large 
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potential for cotton production but unless mechanization is increased 
production will not become important. 

Greece—Greece has expanded as far as she can go, having reached 
the limitation in land that can be used for cotton. The only increase 
in the future that can be accomplished is through progress in the 
amount of yield. 

Some production and export data on the first four of the countries 
discussed above were prepared by USDA to show the rate of increase 
for specific years: 





Cotton 


[Thousands of bales} 


































| 1945-59 1949 1950 1951 1952 1953 1954 | 1955 


Syria: | | 
Production | 32 61 138 225 207 | 220 365 3.0 
Exports. - | 8 33 | 106 169 174 | 183 se ee 

Turkey: | 
Production 268 445 542 600 690 | 638 | 650 6020 
Exports _- } 69 209 349 261 433 | 377 | 233 |---. 

Iran: | | | 
Production } 85 96 129 124 | 165 | 240 275 275 
Exports_. 12 29 105 35 115 | 161 | 207 onaadd 

Iraq: | 
Production 32 9 39 37 13 | 17 | 31 | 27 
Exports. - 4 6 31 19 9 | 5 15 | 


The same USDA official who made the study on the Near East also 
advisd as to the potential of two Middle East countries which have 
been considered important cotton-producing countries. 


3. India 


The Punjab area is the area of major development since most of 
the good cottonland went to Pakistan. The desert area of India, 
however, is being developed and has a good possibility for the future. 
India has one of the best research programs in the Middle East and 
may come up toa position of being a one-half million bale exporter 
in the next 5 years. 


Pakistan 


apeenaiens has remained about constant in Pakistan and the outlook 
for the future should remain about the same because there is little 
more irrigated land to develop. Pakistan is now trying deep-well 
pumps but it is not expected that this will aid the program materially. 
Up to the present time Pakistan has had very poor yields. If Pak- 
istan obtains the technology she should be able to step = produc tion 
per acre. At present Pakiston is losing land each year from salt 
infiltration and her losses are as great as ‘the new lands Selon opened 
upeach year. Prediction of increases are at a trend of about'2 percént’ 
a year. 





E. WHEAT 





World wheat production has averaged higher since the end of 
World War II. All of the increase has been in countries outside of 
the United States. The USDA supplied the following production 
statistics on world wheat for the past 20-year period, except for the 
war years. 
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[Millions of bushels] 


Foreign free world 


: United BH APSIE: 55 Abed otrsy 2} Communist Total for- Estimated 
Year States bloc eign pro- world 
Major Others duction 


exporters ! 












|. 

| 

' 
1935-39_._......-.. 759 1, 167 1, 664 2, 495 5, 326 6, 085 
1945-49__._....- nae 1, 202 1, 134 1, 469 2, 090 4, 693 5, 895 
2088425 505.1.-- a] 1, 298 1, 762 1, 698 2, 662 6, 122 7, 420 
PEGE shisha sesues 1, 169 1, 730 1,915 2, 576 6, 221 7, 390 
1954__ on 984 1, 395 1, 950 2, 616 5, 961 6, 945 
1955 preliminary - fn 938 1, 645 | 1, 977 2, 765 6, 387 7, 325 





! Comprising Canada, Argentina, Australia, Turkey, France, Sweden, and Uruguay. 


Compared with the 1935-39 average, the 1955 United States crop 
shows an increase of about 24 percent. In all other free world coun- 
tries, aggregate total production increased by 28 percent. With 
respect to the latter countries, the increase in major free world export- 
ing countries competing with the United States amounted to 41 per- 
cent. In other free world countries, excluding the United States, 
mostly wheat importing areas, the increase amounted to about 19 per- 
cent. In Communist-bloc countries, production in the same period 
shows an increase of about 11 percent, most of it taking place in 
Soviet Russia. 

Since the end of World War II, Canada, Argentina, and Australia 
have been our major competitors. In each of these three countries 
wheat exports are in the hands of Government monopolies. France 
and Turkey, both formerly wheat deficit-producing areas, have 
emerged as important exporters, especially France. Although in 1954 
France held fifth place among the wheat exporters, this year she 
must import wheat to meet commitments previously made to West 
Germany and domestic requirements. 

The United States has continued to hold its share of the world’s 
wheat export trade since the end of World War II in spite of greatly 
increased export availabilities in such traditionally important surplus 
producing areas as Canada, Argentina, and Australia, Also, notwith- 
standing greatly increased production for export in France, U ruguay, 
French North Africa, Sweden, and Turkey, and despite a large i increase 
in production in the importing countries themselves, the United States 
position has remained steady. The USDA reports that over 96 per- 
cent of the world’s wheat crop currently is produced and marketed 
under price supports or some other form of official incentive and plan- 
ning. Most importing countries guaranty prices to their producers 
that are higher than United States support prices and considerably 
above the cost of imported wheat. Such price supports encourage 
increased production and react unfavorably on the demand for United 
States wheat. In importing countries the primary objective of price 
supports is to stimulate increased production both from the desire for 
a greater degree of national self-sufficiency, and because of the inabil- 
ity to finance purchases from abroad due to foreign exchange problems. 

‘Set forth below is a schedule of world exports of wheat with the 
proportionate shares of the leading exporters. 
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Wheat: Share of world exports accounted for by indicated exporters (July to June 
marketing year) 


1934-38 ! 1940-44 1945-49 1950-54 1955-56 
Exporting country “é : one: ene 3 
Exports} Share | Exports} Share |Exports| Share Exports Share |Exports} Share 
| 


-— — — — —-~ ~ ----—- | — 


Million Million Million Million Million 

bushels | Percent | bushels | Percent | bushels | Percent | bushels | Percent | bushels | Percent 
United States ?___. 46 7.2 54 10.9 é 7. 330 34.1 341 33.5 
CORO. nc cnamans 175 27.4 260 52.5 L 300 31.0 289 28.4 
ROTAB ca ven wswns 106 16.6 56 11.3 8% k 98 10. 1 3101 9.9 
Apeenting.......... 123 19.2 . 18. : f . 81 3122 12.0 
Others. - - - 189 29. 6 A 7 5: ; 159 3165 | 16.2 


639 100.0 | a 100. 0 .0| 968 ). hae 100.0 








1 No data for 1939. 
2 Excludes exports of fiour milled in bond. 
3 Preliminary. 

The increase in other exporting countries since 1950, as noted in 
the above er is occasioned by an increase in exports from 
France, U. S. S. R., Uruguay, French North Africa, Turkey, Sweden, 
and Syria. In ‘the year “1954-55 , over half of United States exports 
were moved out under special Government programs, such as sales for 
foreign currency under title I of Public Law 480 and section 402 of 
Public Law 665, barter sales under title III of Public Law 480, and 
grants under title II of Public Law 480. Whe: at, unlike cotton, does 
not have its consistent export markets. Much of United States wheat 
has been shipped to distressed nations where either severe drought or 
devastation of war had brought about food shortages to the point of 
starvation conditions for the people. 

It is to be noted that our three largest competitors, Canada, Aus- 
tralia, and Argentina, have never received our fore eign aid support, 
ICA does not have missions in these countries and we have never 
entered into a contract to supply technical or economic assistance to 
these countries. Also review of the loans made by the ne 
Bank of Washington discloses that no loans have been made to these 
three countries of an agricultural nature. 

The International Bank for Reconstruction and Development has 
never made a loan to Canada or Argentina. The bank, however, has 
made 4 loans to Australia during ‘the past 5 years totaling $258.5 
million to assist that country in carrying out large-scale dev elopment 
in both public and private sectors of its economy. An analysis of the 
loans discloses that approximately $90 million of the funds either have 
been spent or will be spent in the field of agriculture to finance the 
purchase of tractors, combine harvesters, and other agricultural ma- 
chinery. IBRD reports state that during the years 1951-53 some 3.4 
million acres were approved for inclusion in Australia’s war service 
land settlement scheme. This land has provided more than 2,000 new 
farmholdings, and much of the equipment financed by the bank was 
used in the development of the farms. 

It is to be noted that the United States, Canada, Australia, and 
Argentina control approximately 84 percent of the world export 
market: in wheat. The remaining 16 percent is divided among many 
other countries. Although some of the other countries have had some 
form of foreign-aid program, the share of the world export market 
held by any one country or group of those countries is small. 
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Wheat traditionally has been the most important United States 
agricultural export to Mexico. Production of wheat in Mexico re- 
cently has increased to such an extent that Mexico will have to import 
very little, if any, wheat in the future. Thus, the United States has 
lost a market. for its principal agricultural export to Mexico. Set 
forth below is a table of wheat exports to Mexico during the past 10 
years: 


Exports Exports in 
Year: 1,000 bushels 
1945-49 (annual average) ..-__-----_----_--~_. Bop MRA civnson tant on awl AOD 


8 oN be eS Obes FEN i oe as cS 


ae kt SI a ai COE! Bai DEUS tip etl 
pS a a es a eee ee sinhs wideeaienkiat ies Se 
1953- 54 ~ Ce SR ee i 
I i a lis ww Se ee ts ee 163 


F. RICE 


The Department of Agriculture reported in March 1956 that the 
competitive status of American rice in world markets dur ing the 1955- 
56 marketing season was complicated by such factors as (1) greatly 
increased production outside of the United States; (2) an increase 
in surplus rice stocks in non-Asiatic exporting countries; and (3 
continued difficulty in selling United States rice abroad under condi- 
tions where virtually all of the world’s rice imports are subject to 
governmental regulation of one kind or another. The 1955-56 world 
crop showed an increase of 3 percent over the previous year, yet the 
United States was the only country which had a substantial reduction. 
The following production figures were reported by the Department of 
Agriculture. 


Rough rice production in indicated areas during stated periods ! 


[In millions of pounds] 


Foreign free world 





United ett : Eastern Total Estimated 
Year States | European foreign world ! 
Major ex- Others production ! 
porters 2 
1935-39 2, 243 36, 862 183, 410 49 
1945-49 3, 48 35, 360 186, 771 103 
1952... 4,811 43, 122 209, 743 260 2! 
1953 5, 261 47, 426 223, 855 330 71, 6 11 
1954 doe | 5, 885 43,426 | 211, 703 320 5,449 
1955... < an ates 5, 


| 


, 023 49, 395 | 215, 398 395 | 68 188 270, 211 


' Excluding Communist China, North Korea, and the Soviet Union. Production in these areas is not 
now included in the above estimates because of lack of reliable information. 

? Burma, Thailand, Taiwan, Egypt, Italy, and Brazil. 

3 Bulgaria, Hungary. and Rumania. 

Asia’s harvest during the 1955-56 season accounted for approxi- 
mately 88 percent of the total world crop, and production in South 
America and Africa represented about 8 percent of the world total. 
Although the United States is the 10th largest rice producer and this 
year harvested 1.9 percent of the world total, we hold the largest 
quantity of carryover stocks of any exporting countr y. World trade 
in rice in 1955 showed a substantial gain over 1954; preliminary in- 
formation indicates that most, if not all, of the increase was due to 
expanded trade in rice between the U. 8.'S. R., Eastern Europe, and 
Communist China with other countries. The following table pre- 
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pared by the Department of Agriculture sets forth exports from 
principal exporting countries and percentages of total world exports, 


Rice, in terms of milled: Exports from principal exporting countries and percentage 
of total world exports, averages 1936-40, 1946-50, and 1951-55, and annual 1956 } 


| 
1936-40 | 1946-50 | 1951-55 1955 
—_—s 
Exporting country | 
| 


| Exports} Share | Exports| Share | Exports; Share | Exports} Share 
|(million| (per- | (million} (per- | (million! (per- | (million| (per- 


pounds) | cent) | pounds) | cent) |pounds)|; cent) |pounds)| cent) 


3 | 
> 4 


Burma__-. ; 6, 504 | 32.6 | 2,147 | 30. 2, 964 
Thailand 2,919 | 6} 1,919 27.1 | 2,968 
United States -____- 235 .2 | 962 | 3.6 | , 390 
Indochina - 4 f. 3, 233 3.2 | 247 | 3.5 | 541 
China | 27 | ’ 3 | ; 480 
Pakistan ---- . 73 | y 289 
Taiwan. 1, 427 | a 51 ' 218 
Egypt 279 | 4 | 548 Na 249 
Italy. --- ; 336 | +a 183 | 2.6 | 489 
Brazil . 83 4] 321 | .f 151 
Ecuador .. 26 1) 126 .8 64 
Other _- 5 | 4,887 | 24. ! 492 7.0 991 


te 
n~ 


~ PP YPPSINSs 
eH OO ID IN 


| 
o 
oes 





World total. _-........| 19, 956 | , 7,072 | 100.0 | 10,798 


1 1941-45 average not available. 


Norte.—Rice data is compiled and published on calendar year, fiscal year data not available 


Our two best customers for rice have been Cuba and Japan. In 
1954 these 2 countries imported 7,516,000 bags? of milled rice out of 
a total 9,848,000 bags that the United States exported. Since 1950, 
variations in the volume of exports of rice have been occasioned by 
the level of rice production in countries of destination, the price 
relationship with other large exporting areas, and the amounts moyv- 
ing into relief programs. In Cuba, domestic production has risen 
quite sharply and is primarily responsible for lower imports of United 
States rice. The fluctuation in the amount of imports by E orien 
countries and by Japan in 1954 has been caused prince ipally | VY price 
ctnditions: In those years when prices have been competitive, United 
States rice has moved in larger volume. The peak United States 
rice exports in 1951 and 1952 were occasioned by the Korean war with 
the relatively large amounts of rice in military- and civilian-aid 
programs. 

G. TOBACCO 


The USDA reports that world production of all types of tobacco 
in 1955 totaled 8,130,000,000 pounds. This was 2.3 percent higher 
than 1954 and 12.7 percent greater than - 1947-51 average. Most 
of the increase in production occurred in Asia. The following are 
comments pertaining to the status of cen major types of tobacco: 

Flue-cured.—Production of flue-cured tobacco in the m: jor foreign 
producing countries (either present or potential competitors of the 
United States) has increased substantially since the prewar period. 
Flue-cured tobacco is the most important type of United States leaf 
tobacco moving into export channels and accounts for approxim: ae 
80 percent of all United States tobacco exports. Prior to World War 
II, the United States share in total world fiue-cured exports was 


1A “bag” of rice is 100 pounds. 
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about 85 percent; however, in recent years the United States share 
has been between 60 and 70 percent. Foreign production of flue- 
cured tobacco totaled 1,212,000,000 pounds in 1955, or 3 times the 1935- 
39 average and 55 percent above the 1947-51 level. The United States 
has not shared, proportionately, in the substantial postwar increase 
in world consumption and trade in flue-cured leaf. Most of the in- 
creased competition is from larger exports by the Central African 
Federation (mainly Southern Rhodesia), Canada, and India. Com- 
munist China has been expanding exports and reportedly has plans 
for even larger increases. United States flue-cured tobacco faces 
competition not only from foreign flue-cured tobacco but also from 
rising exports of oriental leaf, largely produced in Turkey and 
Greece, and some dark tobaccos from the Caribbean and South 
America. 

Burley.—Burley production continues to increase in important con- 
suming countries, particularly Spain, Italy, Western Germany, and 
Mexico. Recent Italian exports have been fairly large. Competition 
is also increasing from several smaller exporters (Canada, French 
Morocco, Central African Federation, and India) and from oriental 
and other light air-cured types which are substituted for burley. 

Dark fire-cured.—The competitive position of the United States 
fire-cured tobacco in the world market is reported by the Department 
of Agriculture as being very unfavorable and may possibly deterio- 
rate further. Nyasaland and Italy are the main competitors of the 
United States. 

Dark air-cured—The United States exports of dark air-cured to- 
bacco have been small and are likely to decline even further. The 
demand for this kind of tobacco has been reduced by a long-term 
declining trend in consumption of smoking and chewing tobacco. 
Our main competition comes from increased production in importing 
countries and the increased exports of air and sun-cured tobacco by 
Cuba, the Dominican Republic, Brazil, and Colombia. 

The following tabulation was prepared by Foreign Agriculture 
Service. It reveals the United States share of world exports of un- 
manufactured tobacco of all types for specific periods, commencing 
for 1935 and ending for the calendar year 1955. 
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The principal customers of the United States in the post-World 
War II period have been the United Kingdom, Western Germany, the 
Netherlands, Australia, and the Philippines, in that order. The De- 
partment of Agriculture is not too optimistic that the United States 
will continue to hold these markets in the same proportion that they 
have been our customers in the past. 

United Kingdom.—The United States share of our most important 
market, the United Kingdom, declined from 75 percent in 1935-39 to 
51 percent in 1954. This decline was due mainly to increased ship- 
ments from Southern Rhodesia, India, and Canada because of prefer- 
ential duties (about 21.5 cents less per pound) and a long-term guar- 
anteed purchase agreement with Southern Rhodesia. Also, the 
United Kingdom m: nintains a policy of limiting dollars for importing 
tobacco. T he outlook for the United States share in the United ame 
dom market is likely to decline as output in Commonwealth area 
increase further. 

Western Germany.—Western Germany is the second largest United 
States customer ; however, their imports of United States tobacco have 
declined from 54 percent in the 1947-51 period to 41 percent in 1954. 
In addition to Western Germany’s increased domestic production of 
flue-cured and burley tobacco, they have increased imports of oriental 
leaf from Greece and Turkey. The increased tobacco imports from 
Greece and Turkey are due to efforts to increase German exports of 
manufactured products to these countries. 

Australia.—Australia, our third largest United States market, pur- 
chased nearly 98 percent of their tobacco from the United States prior 
to World War II as compared with 64 percent in 1954. United States 
tobacco exports to Australia have increased during this period but 
have not kept pace with the increased consumption in Australia. 
Australia has increased purchases from Southern Rhodesia and Can- 
ada due to the lower import duties on Rhodesian leaf and the fact 
that purchases from Southern Rhodesia are paid for in sterling. 

Netherlands——The fourth most important United States foreign 
customer is the Netherlands, which purchased 50 percent of their to- 
bacco needs from the United States during the period 1947-51, but 
have decreased their United States purchases to 35 percent in 1953 
and 38 percent in 1954. The Netherlands has shifted its purchase of 
tobacco needs from the United States to Indonesia and Brazil. 

Philippines. —Si World War II, the Philippines have been the 
fifth largest importer of United States leaf. They have purchased, 
during the past 20 years, approximately 100 percent of their tobacco 
needs from the United States. Unless, however, there is a change in 
Philippine tobacco legislation, imports from the United States will be 
drastically reduced in the future. This legislation provides that to- 
bacco can only be imported if the Government issues a “certificate of 
deficiency” in domestic production. The same legislation provides 
for very high-priced support levels. The output of ‘flue-cured tobacco 
in the Philippines rose from 2.4 million pounds in 1953 to 15.5 million 
in 1955, and estimated production for 1956 is 33 million pounds. 

Argentina.—Although Argentina was a United States customer 
prior to the Korean war of approximately 2 2 million pounds annually, 
we have not exported tobacco to Argentina subsequent to 1951. The 
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Argentine Government prohibits the imports of light cigarette 
tobaccos. 

China.—During the early thirties the United States exported nearly 
100 million pounds of tobacco annually to China. These exports were 
cut by approximately three-fourths during the World War II period 
and up to the Korean war. Subsequent to the Korean war, United 
States exports to Communist China have been prohibited. It is inter- 
esting to note that flue-cured production in Communist China has 
increased to the point that they are now a competitor of the United 
States. However, at the present time shipments of Communist flue- 
cured tobacco are destined principally to countries now in Soviet bloc. 

Spain.—Spain’s purchases of United States tobaccos have declined 
due to increased domestic production combined with the shortage of 
dollars. 

France.—France in the early thirties purchased approximately 35 
million pounds of United States tobacco but purchases have declined 
in the last 5 years to a figure of around 7% million pounds. This 
market was lost principally because of increased production both in 
France and her territorial possessions. Since the war most of the 
United States tobacco exports to France have moved under the various 
aid programs. 

The most important hindrance to larger United States tobacco ex- 
sorts is the widespread and growing use of discriminatory trade 
a Ba the shortage of dollars in many importing countries, prefer- 
ential import duties, and higher United States prices for certain types 
and grades of tobacco. During 1955 about 45 million pounds of 
United States tobacco were exported under Public Law 480, and it is 


expected that exports under this program in 1956 will at least equal 
the 1955 level. 


H, CORN 


Corn is the most important coarse grain exported by the United 
States. During the 10-year period preceding 1956, United States 
corn exports averaged 90.6 million bushels annually, compared with 
the prewar average of 37.9 million bushels. For the year ending June 
30, 1955, a large percentage of the corn exports moved abroad “under 
special U nited States Government programs involving relatively high 
export subsidies. About 78 percent of the total exports went to Euro- 
pean markets, 13 percent to markets in the Western Hemisphere, me 
8 percent to Asiatic countries. Argentina, the Union of South Afric 
and the Danube Basin are the principal United States falcon 
in supplying the world’s corn-import requirements. Exports from 
Argentina have been at greatly reduced levels in recent years because 
of reduced acreage, drought damage, increased demand for local use, 
and the searcity ‘and high cost of harvest labor. Argentina was the 
world’s leading corn exporter for many years until just prior to World 
War II, when her exports began to decline sharply. During the 
1934-38 period, Argentina had a 62.2 percent share of the world export 
market in corn while at the same time the United States had a 9.5 per- 
cent share. This situation has reversed itself and for the year ending 
June 30, 1956, the United States had increased to 55.2 percent of the 
world’s share while Argentina dropped to only 7.6 percent. The 
Danube Basin area has been declinmg in importance as a corn ex- 
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porter. Exports from the Union of South Africa and several other 
African areas show only moderate increases. 

The forecast of the Department of Agriculture is that the foreign 
demand for United States corn will continue at a high level for 
several years. Some of the principal reasons for the expected high 
level of coarse grain exports are (1) a continued upper trend in live- 
stock numbers in foreign countries; (2) increases in the quantity fed 
per animal unit in many countries; (3) improvement in the quality 
of wheat grown in Western Europe, reducing the quantity of Euro- 
pean wheat likely to be fed to livestock; (4) continued emphasis on 
national self-sufficiency for wheat in the major importing countries; 
(5) large quantities of United States coarse grains, especially corn, 
available for export at competitive prices; (6) increased demand for 
meat and dairy products in many industrial countries because of in- 
creased purchasing power and living standards; and (7) the increased 
demand for mixed feeds, particularly poultry and dairy feeds. The 
following table reflects our share in the world export market for corn 
for specific periods, commencing in 1934 and ending in the fiscal year 
June 30, 1956. 


Corn: Share of world exports accounted for by pererene exporters (July-J une marketing 
year 


1934-38! | 1940-44 1945-49 | 1950-54 | 1955-56 
Exporting country sh | Ph Tie eee A tbat ides | 
Ex- |Share| Ex- | Share| Ex- {Share| Ex- | Share| Ex- /|Share 
ports | | ports |} ports | ports | | ports 
j —— . - | . . - | - 
| 
Mil- | 
lion | Per- 
bushels | cent 


Mil- Mil- 


| 
| 
| 
lion Per- lion | 


Mil- 

Per- j - | lion 

bushels | cent | bushels| cent bushels 

United States...........- 38 | 

Argentina .____-. Rebsd 250 | 62 

Union of South Africa 13 3 

Western Europe... , 23 5. 9 19.1 ) 17 
78 19 4 8.6 3 7.7 28 


| 


| 
| 
16 | 34.0 42.! 104 123 


f 18 | 38.3 36 35 
2 4. 2 | 2 s 





402 | 100. 00.0 








181 | 100.0 | 192 


1 No data for 1939. 
2 If any, included in others 
3 Preliminary. 


I. FATS AND OILS 


The rise of the United States as an exporter of fats, oils, and oil seeds 
has been phenomenal during the postwar period. The United States 
has changed from a net importer of these products to the world’s major 
net exporter. Sharply reduced exports of soybeans and oil by 
China and Manchuria, and restricted shipments of peanuts and oil 
by India came at a time when this country’s production was expanding 
mainly as a result of a growing soybean industry. Rising population 
and high levels of business activity abroad have also strengthened 
foreign outlooks. While the United States faces a wide range of com- 

etition in the export market for fats and oils, competition has not 
een a big factor in recent years in determining United States exports. 

The leading seed oils (cottonseed, soybean, and peanuts) have shown 
increased production in the United States. With respect to cotton- 
seed and cottonseed oils, the United States exported only 3,000 short 
tons annually during the period 1935-39, or 2 percent of the world 





267 


export market. Our sales have shown a steady increase, and for the 
calendar year 1955 the United States exported 318,000 short tons, or 
80 percent of the cottonseed and cottonseed oil exports in world trade. 

‘hina-Manchuria had 88 percent of the world export trade in soy- 
beans and soybean oil during the period 1935-39 while, at the same 
time, the United States had only 6 percent. For the calendar year 
1955, China-Manchuria had only 27 percent of the world market while 
the United States had increased to 70 percent. 

With respect to industrial oils, the United States ranks second in 
the exportation of flaxseed and linseed oil. The leading exporter of 
this commodity has consistently been Argentina. World flaxseed 
production for 1955 was reported as being larger than in previous 
years, with increases noted in all major producing countries of the 
world except Argentina. The most significant increase was in Can- 
ada. Argentina’s production for 1955 was estimated at about one-third 
of her prewar years’ production, and it is to be noted that during the 
prewar period Argentina had 81 percent of the world market, whereas 
for the calendar year 1955 Argentina had 33 percent of the world ex- 
on market. The following tables show the export position of the 

Jnited States and our leading competitors for selected years in cot- 
tonseed and cottonseed oil, soybeans and soybean oil, peanuts and 
peanut oil, and flaxseed and linseed oil. 


Cottonseed and cottonseed oil: Exports from the United States and from other countries, 
in otl equivalent, averages, 1935-39, 1945-49, and 1950-54, annual 1955 (by 
calendar year) 


1935-39 1945-49 


| 
| Share Exports | Share | Exports | Share 


Exporting country |__ 


Exports Share | Exports 


Thousand | Thousand | | Thousand | | Thousand | 

short tons | Percent short tons | Percent| short tons | Percent| short tons | Percent 
United States_-...-- q 20 | | 
RS cstentccniinaniecies 5 
Egypt----- 

Kenya and Uganda... 
China 2 . 

Pakistan 

eae PPE Tg Ra ts | 








World total.... 





! Preliminary. 
2 Estimated for 1945-49 through 1955. 


Soybeans and soybean oil: Exports from the United States and from other countries, 
in oil equivalent, averages 1935-39, 1945-49, and 1950-54, annual 19565 (by calen- 
dar year) 


1935-39 | 1945-49 1955 ! 


Exporting country 


| 
| | a POU Pane 
Exports Share Exports Share Exports Share | Exports Share 
a eae J ee Oe: 


tra i —-—-- - — 
| 


| | 
Thousand | | Thousand | Thousand Thousand 
short tons | Percent| short tons | Percent} short tons | Percent| short tons 
United States 25 6 110 82 | 273 | 68 | 441 
China-Manchuria ? 389 88 19 14 | 119 30 | 174 
Others..............- 26 6 | 6 | 4 | 8 | 2 | 20 


ee ee - 





World total + 440 100 | 135 | 100 | 400 | 100 | 635 
| | | 


1 Preliminary. 
3 Estimated for 1945-49 through 1955. 
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Peanuts and peanut oil: Exports from the United States and from other countries, 
an owl equivalent, averages 1935-39, 1945-49, and 1950-54, annual 1955 (by 


calendar year) 





Experting country |__ 


United States 
French W est Africa 
Nigeria . 
China #_. 
India 

Others 


World total 


1 Preliminary. 
* Less than 0.5 ton. 


1945-49 


1935-39 


Exports | Share Exports | Share 


| 
| 


Exports 


| . | 
Thousand Thousand | 
short tons short tons | Percent| short tons 
(2) 
205 | 24 


|- 

| 

| 

| Percent | 

56 | 12 | 25 
103 | 12 

| 

| 

} 


23 | 5 73 
14 63 
14 | 


134] 28 | 
73 | 9 | 


132 | 27 
312 37 68 
67 | 


159 | 18 


480 | 610 





852 100 | 


3 Estimated for 1945-49 through 1955. 


| Thousand | 


185 | 
158 | 


106 | 


| Share | Exports 


Thousand 
Percent| short tons | 
| 4 l 


26 | 231 
12 106 
10 | 194 
18 144 | 


| 100 | 850 | 


30 174 | 


| Share 


Percent 


Flaxseed and linseed oil: Exports from the United States and from other countries, 


in. oil equivalent, averages 1935-39, 1945-49, 


calendar year) 


Exporting country 


United States 
Canada 
Argentina _- 
India 
Uruguay 
Others 


World total 


1935-39 1945-49 


. | . 
Share | Exports 


Thousand | 
Percent| short tons 


Exports Share Exports 


Thousand | 
| short tons 


| Thousand 
short tons 
97 

38 

212 


36 


SS 


1950-54 


Share Exports 


| Thousand 
| Percent | 
22 | 120 | 
96 | 
174 | 


99 | 


1955 ! 


and 1950-54, annual 1955 (by 


| 

| 

| | Share 
| | 


short tons | Percent 


23 
18 





100 | 





1 Preliminary. 


J. DAIRY PRODUCTS 


The year 1955 recorded several significant changes in world trade in 
dairy products. Free trade in dairy products was resumed in the 
United Kingdom with the expiration of the long-term contracts with 
Denmark. Australia and New Zealand reduced guaranteed prices to 
farmers and the Swiss moved to protect further their domestic butter 
industry from butter imports and the margarine industry. The United 
States offered Government stocks of dairy products for export at 
reduced prices approximating world levels and attempted to broaden 
the market for dairy products through sales for foreign currencies 
under Public Law 480. The United States, during 1955, donated 
considerably more dairy products for consumption abroad than it sold. 

The following table shows the export position of the United States 
for butter, cheese, and nonfat dry milk solids for selected years. 
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WORLD AND UNITED STATES EXPORTS 
[Million pounds] 


i 


| } | 
1985-39! 1948 1949 1950 1951 | 1952 | 1953 | 1954! | 19552 
j i |. 1 | j LE x | 


j j 
World exports. ____- nin obitiacint | laut 33 7 . |. 992} 948} 970 (3) 
United States exports tans 5 26° | 22 1| 25 } 114 
Cheese: | | 
World exports. __ 7. . of 7 794 | 816 


305 | 832 | (3) 


| 
United States exports x3 3 55} 81 | a) 63 ‘ 135 
Dry milk: | 
World exports 4 36 §2¢ 529 | 540 5 | ( 
United States exports 5_. 3| 2 ‘ | 8 | 224 | 60 ‘ 2 560 


+ Preliminary. 

2 Incomplete. 

3 Not available. 

4 All dry milk. 

5 Nonfat dry milk solids only. 

UNITED STATES EXPORTS AS PERCENT OF WORLD EXPORTS 
[Percent] 
Butter 


Cheese 
Nonfat dry milk solids 


IV. Surements or Unrrep States AGRICULTURAL ComMopittes UNDER 
Pusuic Law 480, Muruau Securtry, AND SIMILAR PROGRAMS AND 
THE Use or Loca, CurreNcies GENERATED FROM SucH SHIPMENTS 
FoR Foreign AGRICULTURAL DEVELOPMENT 


PROGRAMS OF SALES OF UNITED STATES SURPLUS AGRICULTURAL 
COMMODITIES FOR LOCAL CURRENCY 


Sales of agricultural commodities for foreign currencies were initi- 
ated under the authority of section 550 of the Mutual Secur ity Act of 
1953, Public Law 118, 83d Congress. That act provided th: at not less 
than $100 million and not more than $250 million should be used to 
finance the purchase and export of United States surplus agricultural 
commodities and authorized their sale for foreign currencies. 

Agreements have been entered into with friendly countries for the 
sale of such commodities and, in accordance with section 550, special 
precautions have been taken to safeguard against the substitution or 
displacement of “usual marketings” of the United States and friendly 
countries. Much of the foreign currency proceeds of these sales 
have been used for some form of foreign aid. Consequently, although 
the surplus agricultural commodities furnished under this section 
were sold for foreign currencies, the program consisted primarily of 
foreign aid and was not an outright sales program in the usual sense. 

The Mutual Security Act of 1954, Public Law 665, section 402, 
specified that not less than $350 million of the funds made available 
pursuant to that act should be used to finance the export and sale 
for foreign currencies of United States surplus agricultural com- 
modities. ‘The “usual marketings” provision of section 550 was 
dropped, but, as in section 550, the use of foreign currency proceeds 
was restricted to the purposes for which dollar appropriations were 
made. Appropriations for the 1955-56 fiseal year provided that not 
less than $300 million be used for that purpose. This program, similar 
to the 550 program, has also been principally a foreign-aid program. 
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The major program for the sale of surplus agricultural commodi- 
ties for foreign currencies is authorized in title I of the Agricultural 
Trade Development and Assistance Act of 1954, Public Law 480, 
83d Congress. Sales for foreign currencies, over a 3-year period in 
an amount that would not involve a loss by the Commodity Credit 
Corporation in excess of $70 million, were authorized in that act. 
The amount was raised to $1,500 million in July 1955 and Congress 
has specified that it is not to be apportioned by _ or country but 
is an objective to be reached as soon as possible as long as the purposes 
of the act can be achieved within the safeguards established (Public 
Law 387, 84th Cong.). 

The stated purpose of Public Law 480 is to— 


increase the consumption of United States agricultural commodities in foreign 
countries— 


and to— 
improve the foreign relations of the United States— 
among other things— 


by providing a means whereby surplus agricultural commodities in excess of 
the usual marketings * * * may be sold through private trade channels and 
foreign currencies accepted in payment. 


The foreign currencies so obtained are to be used— 


to expand international trade, to encourage economic development, to purchase 
strategic materials, to pay United States obligations abroad, to promote collective 
strength, and to foster in other ways foreign policy of the United States. 

Sales of surplus agricultural commodities for foreign currencies are 

made pursuant to agreements negotiated with friendly countries. In 
the negotiation of such agreements “reasonable precautions” are to 
be taken to— 
safeguard usual marketings of the United States and to assure that sales will 
not unduly disrupt world prices. 
Participating countries are required to make commitments that 
commodities purchased under the act will be used for domestic pur- 
poses and not sold or transshipped to other countries, without specific 
approval of the President of the United States. Special considera- 
tion is to be given to the possibilities of developing and expanding— 
continuous market demand abroad for agricultural commodities, with appro- 
priate emphasis on underdeveloped and new market areas, 

The uses that may be made of the foreign currencies accruing to 
the credit of the United States also are a matter of agreement between 
the United States and the participating countries, A number of ap- 
proved uses are described in the act. 

The sales may include any agricultural commodity produced in the 
United States— 
which is or may be reasonably expected to be in excess of domestic requirements, 
adequate carryover, and anticipated exports for dollars. 

Title II of Public Law 480 takes the place of specific famine-relief 
acts and is intended to permit prompt action in case of foreign emer- 
gency needs. Under title II of Public Law 480, up to $300 million 
worth of surplus agricultural commodities held by the CCC may be 
used over a 3-year period ending June 30, 1957, to assist friendly 
peoples in meeting famine or urgent relief requirements. Transfers 
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under title II authority usually are made on the basis that the com- 
modities be distributed free of cost to recipients in the foreign coun- 
tries but exceptions are made when it is determined that it is in our 
national interest to make grants of commodities which may be sold 
to consumers. In these instances, the foreign countries are required 
to make a portion of the local currency sales proceeds available for 
the use of the United States. The remainder of the sales proceeds 
are used by the foreign country, upon agreement by the United States, 
for purposes designed to strengthen and rehabilitate the country’s 
economy. 

Public Law 77, 83d Congress, was enacted June 25, 1953, as a special 
famine-relief act to prov ide for the transfer of price-support wheat 
to Pakistan as an emergency assistance. This act provided for the 
transfer of up to 1 million tons of wheat during the period ending 
June 30, 1954. An agreement entered into between Pakistan and the 
United States provided, among other things, that the Pakistan Gov- 
ernment was to deposit local currencies equivalent to the amounts 
of such currency accruing to the Government of Pakistan from the 
import and sale of commodities furnished as a grant. The local cur- 
rency was to be utilized in a manner to be agr eed upon by the United 
States and the Government of Pakistan for the benefit of the people 
of Pakistan in programs to increase food production and in other 
projects and programs in the mutual interest of the United States 
and Pakistan. 

Another famine-relief act which was a forerunner of Public Law 
480, title IT, was Public Law 216, 83d Congress. This act provided 
for the emergency assistance of agricultural commodities not to ex- 
ceed $100 million, (1) to any nation friendly to the United States 
in order to meet famine or ur gent relief requirements of such nation, 
and (2) to friendly but needy populations without regard to the 
friendliness of their governments providing that such commodities 
were so distributed as to relieve actual distress among such popula- 
tion. Public Law 216 did not provide for the sale of the commodities 
for local currencies or for the use of the funds derived from such 
sales since it was actually a grant program. However, this staff has 
reviewed the program and determined that some of the countries re- 
ceiving the commodities sold part of the commodities to their people 
for local currencies and used the proceeds for projects in the agricul- 


tural field. 


B. ALLEGED CONVERSION OF FOREIGN CURRENCIES TO UNITED STATES 
DOLLARS FOR THE PURCHASE OF FARM EQUIPMENT 


Mr. Allen Walker, an international trader, appeared before the 
Agriculture Subcommittee of the Committee on Appropriations and 
testified concerning the policies pertaining to the export of United 
States surplus agricultural commodities under Public Law 480 and 
related programs. Mr. Walker left the impression that in certain 
cases approximately one-third of the local currencies generated from 
surplus agricultural sales had been converted to United States dollars 
and used to purchase farm equipment in the United States for export 
to the foreign countries. Since Public Law 480 and the other acts 
mentioned previously do not provide for the conversion of local cur- 
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rencies to dollars it was not understood how such conversion could 
occur unless the law was loosely worded or illegal transactions had 
occurred. 

Mr. Walker was interviewed by members of this staff for details 
of the transactions and the procedure for converting local currencies 
to dollars he had referred to in his testimony. Mr. Walker stated that 
he knew of no instance where local currencies had been converted 
to dollars and stated that under present laws and policies it could not 
happen. But, he stated that because conversion of local currencies 
to dollars had not been provided for in any of the acts it was, in 
his opinion, the source of some of the difficulty in disposing of sur plus 
agricultural commodities. 

Mr. Walker advised that it was his conviction that in order to move 
large quantities of United States surplus agricultural commodities it 
would be necessary to provide the foreign countries with approxi- 

mately 30 percent of the foreign currency proceeds in United States 
dollars. The dollars could then be spent to purchase materials and 
services which are needed for the completion of economic development 
projects undertaken by the country. 

Mr. Walker stated that from his study of construction projects only 
about 70 percent of the costs can be met, within the foreign country 
and a minimum of 30 percent is required in dollars for the purchase of 
equipment, machinery, and technical advice and guidance from some 
exporting country. He offered a suggestion which, in his opinion, 
would encourage friendly countries to undertake more economic proj- 
ects, and which would also increase foreign countries’ requests for 
more of the United States surplus agricultural commodities to finance 
their projects. His suggestion was that, of the foreign currency gen- 
erated through the sale of surplus agricultural commodities and loaned 
to the foreign governments for economic development projects, up to 
20 percent of such foreign currency funds should be convertible to 
United States dollars and loaned to the local government to enable that 
government to import equipment and services necessary for the com- 
pletion of the project. Mr. Walker pointed out that United States 
agreements with the foreign governments should restrict the expendi- 
ture of such United States dollars to the United States. 

Mr. Walker exhibited an analysis he had made of an economic de- 
velopment project being undertaken by the Philippine Government. 
The analysis concerned Philippine pesos, generated through the sale 
of surplus United States agriculture commodities, borrowed from the 
United States and devoted to the project. The analysis showed that 
the Philippine Government had borrowed a sum of dollars from the 
Export-Import Bank equal to one-third of the pesos invested in the 
project. Mr. Walker stated that the two elements of his analysis were 
not contingent one upon the other but were illustrative of what could 
be done. He said that he had been trying to sell this idea to some of 
the Latin American countries. 
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In addition to the interviews with Mr. Walker relative to use of local 
currencies generated from the sale of surplus agricultural commodi- 
ties for the purchase of farm equipment, members of this staff inter- 
viewed the program officers and regional directors of the International 
Cooperation Administration for their knowledge of such transactions. 
They were unanimous in their statements that (1) there has been no 
conversion of local currencies to United States dollars, and (2) there 
have been no purchases of farm equipment from the proceeds of the 
sale of surplus agricultural commodities. They further stated that 
this situation applies to all programs wherein local currencies have 
been generated and administered by the International Cooperation 
Administration and its predecessor agencies. 


C. REVIEW OF THE OPERATIONS OF TITLE I OF THE AGRICULTURAL TRADE AND 
DEVELOPMENT ACT OF 1954 (PUBLIC LAW 480, 83D CONG.) 


1. Administrative responsibilities 

Several agencies have a responsibility for the administration’ of 
Public Law 480, 83d Congress. Primary responsibility is in the De- 
partment of Agriculture, with important phases vested in the Depart- 
ment of State, International Cooperation Administration (ICA), 
Department of Defense, Office of Defense Mobilization (ODM), De- 
partment of the Treasury, and the Bureau of the Budget (BOB). 
The coordination required by such joint administration is achieved 
in Washington through: (1) The senior interagency policy committee, 
known as the Francis committee, headed by a representative of the 
White House, and (2) the Interagency Staif Committee on Agricul- 
tural Surplus Disposal (ISC), chaired by the Department of Agri- 
culture. Other agencies represented on the ISC include State, ICA, 
ODM, BOB, and Defense. 

Public Law 480, title I, sales programs are developed, reviewed, and 
approved by the interested agencies through the ISC. The agencies 
involved prepare proposals for ISC consideration and follow up on 
the administration of their respective responsibilities. The division 
of the major operating responsibilities is generally as follows, although 
some of the responsibilities listed are to some extent shared : 

Agricuiture.—Leadership in determining the countries, quantities, and commod- 
ity composition of United States surplus sales; coordination of preparation of 
negotiating instructions and draft sales agreements, and arranging for the sale 
of the commodities. 

State Department.—Coordination of programs with United States foreign 
policy, and negotiation and consultation with foreign governments, utilizing 
specialists of other agencies for appropriate aspects of negotiations. 

1CA.—Coordination of programs with the mutual security program, and coor- 
dination of preparation of negotiating instructions and draft loan agreements. 

Treasury.—Regulations governing purchase, custody, deposit, transfer, and 
sale of foreign currencies. 

Bureau of the Budget—Allocation and apportionment of local currency pro- 
ceeds to administering agencies. 

Department of Defense.—Coordination of the Public Law 480 programs with 
the military departments (Army, Navy, and Air Force). 
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The Washington agencies assigned the above responsibilities must, 
of course, rely largely on their respective field staffs in discharging 
their responsibilities. The field coordination mechanism for Public 
Law 480 agreements are like those for the mutual security programs 
(i. e., joint, country team judgments reached under the leadership of 
the Ambassador, with joint referral of unresolved differences to W ash - 
ington for decision). The State Department has the overall responsi- 
bility for negotiations with the foreign governments, which are ordi- 
narily conducted under the direction of the chief of the diplomatic 
mission. 

In addition to the basic sales agreement, subsidiary agreements are 
ordinarily required to govern implementation of the local currency 
use aspects of the basic agreement. These agreements are usually 
negotiated after the basic sales agreement is signed, but some of them 
may be wholly or partially negotiated simultaneously with the sales 
agreement. 

The most important subsidiary agreements are usually those that 
govern the uses of local currency apportioned for economic develop- 
ment purposes (subsec. 104 (b) of Public Law 480). For this pur- 
pose, there is first a loan agreement, which is primarily a technical 
agreement covering the terms of subsection 104 (g), (interest rate, 
repayment schedule, etc.). Specific project agreements implement 
the loan agreements. These agreements are negotiated and signed by 
the United States operations mission which is the country mission 
of ICA. 

Procurement of the surplus agricultural commodities is generally 
undertaken by the Department of Agriculture as soon as the basic 
sales agreement is signed, whether or not the subsidiary agreements 
on local currency use have been completed. Under the terms of some 
of the sales agreements, loans for economic development may be made 
to the participating countries to the extent of 90 percent of the local 
currency. (In exceptional circumstances the law allows that 100 
percent of the foreign currency may be loaned to the participating 
country.) The sales proceeds are deposited initially in a United 
States Government account in a bank of the country concerned and 
administered by the Department of the Treasury. Those proceeds 
which have been reserved for U nited States uses are subsequently 
apportioned to United States agencies. The Bureau of the Budget is 
responsible for making allocations and apportionments to the appro- 
mee agencies. 


2. Authorized uses of foreign currencies generated under the Agri- 
culture Trade Development and Assistance Act of 1954. (Pub- 

lic Law 480) 
Section 104, Public Law 480, sets forth specific purposes for which 
the funds generated under the act can be used. By Executive Order 
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No. 10560, signed on September 9, 1954, certain agencies were dele- 
gated responsibility for the subsections of section 104 as follows: 


Sec. 104: 
(@) 


(b) 


(€) 


Uses of foreign currencies 

To help develop new markets for 
United States agricultural commod- 
ities. 

To purchase or contract to purchase 
strategic and critical materials, 
within the applicable terms of the 
Strategic and Critical Materials 
Stockpile Act. 

To procure military equipment, mate- 
rials, facilities, and commodities for 
the common defense. 


Agency 
Department of Agriculture. 


Office of Defense Mobiliza- 
tion. 


Department of Defense. 


(d) To finance the purchase of goods or International Cooperation 
services for other friendly countries. Administration. 
(e) To promote balanced economic devel- Do. 


opment and trade among nations. 


(f) To pay United States obligations Agencies having authority to 
abroad. pay United States obliga- 
tions abroad. 
(g) To grant loans to promote multilateral International Cooperation 


(h) 


trade and economic development. 
To finance international educational 


Administration. 
Department of State. 


exchange activities under the pro- 
grams authorized by section 32 (b) 
(2) of the Surplus Property Act of 
1944, as amended. 

Members of this staff contacted each agency having a major respon- 
sibility for the administration of Public Law 480 and discussed the 
planned and programed uses to be made of the foreign currencies 
generated through the sale of surplus agricultural commodities under 
Public Law 480. It was determined that the only direct contribu- 
tions that can be made to the agricultural development of foreign 
countries, through the use of local currencies accruing from the sale 
of surplus agricultural commodities, are carried out under agree- 
ments initiated under subsections 104 (a) and (g) of the act. How- 
ever, it was generally agreed by all agencies contacted that the use of 
local currencies under the other subsections would aid the economy of 
the foreign countries and have an indirect bearing on the agricultural 
development of those countries. As a case in point, military projects 
of an extensive nature including access roads being built or improved, 
would be used not only for military vehicles but would unquestion- 
ably also be used as farm-to-market roads. There are several such 
projects of varied use which have an indirect effect on the agricul- 
tural economy of the countries; however, the projects were approved 
essentially for other than agricultural development. 

Members of this staff therefore concentrated the inquiry on those 
projects which had been approved primarily for the purpose of agri- 
cultural development of foreign countries. These projects fall under 
subsection 104 (g) of the act and consist of loans to promote multi- 
lateral trade and economic development. Our study also inquired into 
subsection 104 (a), administered by the Department of Agriculture, 
which has to do with developing new markets for United States agri- 
cultural commodities. 

Officials of the agencies administering Public Law 480 have stated 
that they are guided by the principle that entering into sales agree- 
ments and approving capital development projects should not risk 
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the displacement of United States agricultural exports for dollars or 
establish competitors for our markets. 

The Department of State officials advised, however, that there is 
frequently considerable opposition by the recipient countries to this 
policy since most countries attach great importance to having at least 
the basic core of their food requirements provided from ‘domestic 
sources. Also, in many countries certain agricultural products are 
considered to be a prime source of their foreign exchange earnings and 
strong efforts are being made to expand production. Countries en- 
tering upon planned economic development programs frequently find 
that agricultural projects yield early returns and are among the 
easiest for them to exploit. 


3. Public Law 480 sales agreements signed under title I (as of June 30, 
1956) 
A total of 59 agreements, or supplements to agreements, involving 
a CCC cost of approximately $1,466.9 million, have been entered into 
with 27 countries from the inception of the program through June 30, 
1956. The commodity composition, export market value, and CCC 
cost of these agreements are as follows: 


Commodity | Unit | Approximate | Market value} CCC cost 


quantity (millions) | (millions 
i 
Wheat and wheat flour ....| Bushels ! 158, 196, 000 $268°2 | $526.1 
Feed grains-__- do 2 56, 770, 000 70. 7 109. 2 
Rice. .--- } Hundredweight | 10, 262, 000 66.7 123. 8 
Cotton... --- pubs . : | Bales_.-- oil 1, 712, 500 260. 5 | 357.9 
Tobacco... ; | Pounds... | 123, 478, 000 81.2 | 81.2 
Dairy products_- 3 M8Os ack 5 90, 227, 000 | 19.9 | 32.5 
Fats and oils_ ; Stes ge on | 1,023, 822, 000 157.2} 165.7 
Poultry -- i ‘Ogi | 3, 000, 000 1.2 | 2 
Dry edible beans___-.......-- | Hundredweight 37, 000 | 3} .3 
Fruits and vegetables. | Pounds__. | 82, 051, 000 3.1 3.1 
Meat products_ 2 te , SOG kiiccss 75, 854, 000 | 22.7 | 22.7 
Cotton linters_- ae ‘ ; Bales 16, 700 7 3 
Seeds_...--- L Hundredweight_}| 55, 000 2.5 2.5 
Total commodities ; i : 954. 5 | ‘1, 426. 5 
Ocean transportation ___- ; j haces 6 87.4 | 87.4 
Savings anticipated from CCC costs adjust- : aaah (47.0) 
ments and procurement shortfall. | 
Total ___- ; 1,041.9 | 1,466.9 
1 Wheat and wheat equivalent of flour. 
2 Feed grains as follows: Bushels 
Corn....- 18, 662, 000 
Oats é3e 4, 751, 000 
Barley- 27, 562, 000 
Grain sorghums 5, 795, 000 


4. Shipments of agricultural commodities under Public Law 480 as 
of June 30, 1956 


Title I shipments, since the beginning of the program, totaled ap- 
proximately $500.3 million at export market value through June 30, 
1956. The export market value of commodities progr: amed under all 
agreements signed through June 30, 1956, was approximately $954.5 
million (excluding ocean tr ansportation costs). 

Of the total amount programed, the amount remaining to be shipped 
as of June 30, 1956, was S185 million in the case of cotton, and $269.2 
million for all other commodities combined. Officials of the Depart- 
ment of Agriculture advised that cotton moved slowly because of 
price competition. Sales of cotton improved after the inauguration 
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of the new CCC cotton export sales programs in January 1956 which 
provides for the sale of CCC cotton for export at competitive world 
prices. The lag in shipments of the amount of cotton programed 
through June 30, 1956, may mean that the shipments will continue 
beyond the end of the calendar year 1956. Shipments of other com- 
modities, however, are expected to be substantially completed by the 
end of the calendar year. 

Statistics furnished this staff by the Department of State reflect 
that the value of shipments under Title I represented about 12 per- 
cent of the total value of United States agriculture exports during 
the fiscal year 1956. 

Shipments made from the beginning of the program through June 
30, 1956, totaled nearly 4,500,000 metric tons, of which 3,700,000 metric 
tons were shipped during fiscal year 1956. Title I wheat exports 
comprised about 28 percent of United States total wheat exports dur- 
ing the fiscal year; cotton, 23 percent; cottonseed oil and soybean oil, 
50] percent; and tobacco, 13 percent. 


5. Planned uses of local currencies generated. through title I, Public 
Law 480 sales 


Agreements entered into under title I, Public Law 480, from the 
inception of the program in July 1954 through June 30, 1956, when 
completed, will provide the dollar equivalent of $1,041.9 million in 
foreign currencies. In order to gain flexibility in the use of funds 
many agreements provide that a specified amount of local currence 
pre oceeds may be used under one or more subsections of section 104, sue 
as subsections (a), (b), (f), or (g). In some instances, possible uses 
under section 104 (d) are also included in this category. Set forth 
below are the planned uses of foreign currencies under title I, Public 
Law 480 agreements as of June 30, 1956. This distribution will be 
subject to revision when allocations have been completed. 


| 
Million | Percentage 
dollars | of total 


See. 104 (a) Market development__- 
(b) Purchase of strategic materials 
(c) Military procurement 
(d) Purchase of goods for other countries. -- ental 
(e) Grants for multilateral trade and economic deve lopme eee. 
(f) Payment of United States obligations 
(g) . Loans for multilateral. trade and economic development. 
(h) International educational exchange 


COs 6-10 


cite babvaghsnnckionnp 


The Bureau of the Budget advised that as of June 30, 1956, $560 
million had been allocated to the various agencies for vl anned pro- 
grams of which $255 million had been apportioned to agencies for 
program use. This latter sum was based on local currencies deposited 
with the United States Treasury Department and released for agency 
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use by BOB. The following table sets forth allocations and appor- 
tionments by specific subsections of section 104 as of June 30, 1956: 


{In million dollars] 

















| 
Allocations | Apportion- 
ment 
mene nines a SS amen patenanapsioan nto Sranees atihascenalhdiptanas —__—__|—__——- 
Sec. 104 
Weert ote tes to dees ocr af f jd ud tase oil }.dsox $11. 932 $1. 9096 
Pe Sane ae BESS, SCN LS oT Ban S Soe tere 3. 156 3. 1544 
i Mau ddekcol bic elanebad A hockii). Sb 20. 968 20. 46 
ON ahi n CEE en oininbblasdpieee<e imate ditinddnevhod eshsccteiatatinal 5. 000 2.5 
te} Sti iins bbb Wletelecwinkiy beth nish b wode : oa pignp baie din duldeinhisstoe 7.470 6. 57 
ak ie ail vin riahcdntali os sa aa lal al a dss ee 84, 289 74. 932 
pe SEE den - a ve nade wales _ thd te ecendee 423. 526 144. 921 
PL sbepeusnthidads cdedes ie hee pdbbdaceboceyetlsebks | stcdbcrewdbbebbnvoede 3. 640 .075 
CT He pe A A LE te AIR ie 55, | 559. 981 254, 522 


erepateesntil a —E 


As stated previously, members of this staff determined that the prin- 
cipal aid to foreign agricultural development through projects is car- 
ried out under section 104 (g) of the act. Of the total sales nearly half 
of the foreign currency proceeds will be loaned back to the foreign 
countries for projects pertaining to economic development. Although 
this category includes all types of projects relating to the economy of 
a country, this staff centered its inquiry upon those projects which are 
planned or are being planned in the field of agricultural development. 

As a matter of information it should be pointed out that it is a little 
premature to assess the progress of the projects under the Public Law 
480 program. The majority of the sales agreements were signed dur- 
ing the 6 months ending June 30, 1956, shipments as of that date were 
only half completed, and the local currencies are just now beginning to 
be apportioned to the interested agencies. Many of the long-range 
economic projects are still in the negotiation stage and final agreement 
as to scope and plans have not been reached. The physical results 
have not sufficiently progressed to be evaluated at this time. 


6. Agricultural projects approved with title I, Public Law 480, local 
currencies 


The planning and approval of projects for economic development 
are a responsibility of ICA. The details are normally drafted by the 
country mission in the field. Sales agreements signed with 21 coun- 
tries have provided for a portion of the local currency proceeds to be 
used for loans under section 104 (g) of the act to promote multilateral 
trade and economic development. The act provides that loans may 
be made through established banking facilities of the foreign country 
or in any other appropriate manner. Strategic materials, services, 
ee currencies or dollars may be accepted in repayment of the 
oans. 

As of June 30, 1956, loan agreements had been concluded with only 
seven countries providing for local currency loans of the equivalent of 
$105.49 million. These include (in million dollar equivalents) : 
Austria, $1.5; Spain, $10.5; Israel, $19.14; Japan, $59.5; Ecuador, 
$3.1; Peru, $7.75; and Chile, $4.0. Most of the loan agreements which 
have been signed refer to sales negotiated in fiscal year 1955. Negotia- 
tions are presently underway to conclude additional loan agreements 
to carry out the provisions of the remainder of the sales made during 
fiscal year 1955 and fiscal year 1956. 


| 
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The loan agreements themselves usually do not specify the purposes 
for which funds will be used within the general area of economic 
development. Specific projects are usually covered by a supple- 
mentary agreement as programs are developed. 

ICA prepared for this staff a list of those countries wherein projects 
have been approved for the development of agriculture and natural 
resources nd furnished a general description of the project plans. 
As of June 30, 1956, only six countries have agreed on projects which 
are expected to increase their agricultural production. The total local 
currencies from Public Law 480, title I, sales toward the development 
of such projects are as follows: 


{In millions of dollars] 





Naini aic me pikenceseciaratonciwns anced enphincentio peering oiecenaiiesdinntac dialing Rina ante ele 9.0 
SONI 1 stances creer iateshitasteeceriae tceinenireeiinaiainiinanidagpen deidertinstiadinaicaaa tia nies ena RAMEN 5. 6 
eapen. Joi seid ee IG ol a ee es ee Joe 8. 4 
OMe. ttle a a ee a a ae a 25 
WévaGorisiin slid iieude ahiukc. sda dele eee ju i 3.1 
POD ce cceiabihi dln de tii he ASL hod bia os RIES A Atel el chistes nla ede di a be all 3 4.4 

etait es oe pede eee De ees 30. 75 


A brief description of the projects and their importance to agricul- 
tural development of the participating countries follows: 

Spain.—As a result of sales agreements concluded with Spain, a total 
of $68.5 million in loans for Spanish economic development will be 
made. Of this total, $36.8 million is tentatively programed in the 
agricultural sector pending the availability of the currency and the 
submission of acceptable projects. Loan agreements as of June 30, 
1956, total $10.5 million and 4 agricultural projects totaling $9 
million have been approved ; $27.8 million of these funds has not been 
earmarked for any specific projects as yet ; however, the staff has been 
told that it will be used in irrigation, reclamation, and resettlement 
work, 

The approved projects as of June 30, 1956, are as follows: 


Description 
{Amount in million dollar equivalent] 


Reforestation and watershed control___............. «...-..-......... $5. 135 
This project is for the reforestation of 51,880 hectares’ and insti- 
tution of supporting watershed control measures in more than 100 
different river basins and catchment areas over practically the entire 
southern and eastern sectors of the Spanish peninsula. This is in an 
area normally used to grow citrus, almonds, fruits and vegetables. 
POTEROLLD SUN RR I a: ce ecient eedipnmniae saa ionamin tide 2. 567 
This project is for the irrigation of small and comparatively 
isolated areas of generally subnormal rainfall. The operations to be 
carried out include stream diversion, construction of small storage 
dams, reservoirs and distribution systems and exploration and 
drilling of wells. The total irrigable area under the project amounts 
to more than 11,000 hectares to be irrigated and is located in the 
general area of the above project. 


1 Hectare, 2.471 acres (10,000 square meters). 
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Description—Continued 
[Amount in million dollar equivalent] 


Soil Gotbervationsi2i9 70) Vee es ie PSL Or oa $0. 280 
This project will involve 2 phases of the overall soil conservation 
program of Spain. The first phase will be that work carried out by 
the National Soil Conservation Service for the purpose of soil fertil- 
ity conservation and the protection of reservoirs. The second phase 
will be that of establishing soil conservation practices on private 
holdings. In this connection, the farms must meet the following 
conditions: (a@) Properties of small area and low fertility; (b)prop- 
ties with notably reduced cultivated area due to erosion; (¢c) proper- 
ties selected for use as educational purposes and as demonstrations 
of soil conservation; (d@) preperties in which the cost of soil conser- 
vation would be an economic investment for the owner. Soil conser- 
vation measures will be carried out in an area of approximately 
232,000 hectares, 
Ne acl ci essdacleiousecicb a eemsuiemeiinepisiniaisidiaisiureennieitiie . 1.004 
This nroject is for the consolidation of some 21,500 hectares of 
badly fragmented and widely dispersed land holdings in the north- 
central and northwestern parts of Spain. In addition to the exten- 
sive engineering surveys and realinement of property lines implicit 
in land consolidation operations, there are included in this project 
the necessary land and water improvements, livestock structures, 
and minimum essential village public utilities to make consolidation 
worthwhile and effective. 





FP bes bs Abid esd On seie be de 6S kw one 8, 986 


Tsrael.—As of June 30, 1956, there were three projects under devel- 
opment with title I, Public Law 480 local currency : 


Description 
{Amount in million dollar equivalent] 


Regional irrigation—Mekorot *___-._____-__--_- es eT ET i hes ae eg $3. 8 
This was a loan to Mekorot for continuing the development of re- 
gional irrigation schemes in the Kishon Valley, Shomron North, Shom- 
ron South, and Negev areas. 


Regional irrigation—Ayalon____~- nh pees fe Ai 8 oe Searels ist Lhe dis 1.0 
A loan to Mekorot to finance further development of the Ayalon 
scheme which funds include funds for wells, pipelines, reservoirs, and 
pumping stations. 
Drwit oplamtatieees vcs tedldvicns satlobaeiile cic jek i cna ens 8 
This loan was for assistance to develop new and extend old planta- l- 
tions including deciduous fruits, bananas, vineyards, subtropical 
fruits, carobs, and olives. The $0.8 million equivalent in local currency 
for this project is a portion of a larger sum $2.9 million in the Israel 
development budget for the fiscal year ended March 31, 1956. 
ia ter Ih A te aha ich ical era ake Soh ocmaneh ee Rare ne seg mew ee a Cae Oe 


1A quasi-public company handling water distribution in Israel, including laying water 
lines, irrigation, pumping stations, etc. 


Japan. —There were three projects approved for Japan from title I, 


Public Law 480 founds in the area of agriculture and natural resources 
by June 30, 1956: 


Aichi irrigation_.___....---_- vente iss tin ADOM NR MB aN ts a peso | ed as $6.8 
This is a multipur}:ose project and consists 
(a) the construction of a reservoir about 60 miles northeast of 
the city of Nagoya, 
(b) construction of the main 65-mile irrigation canal, and 
(c) construction of lateral canals. 
Among the benefits uf the projects, completion of which has been esti- 
mated for 1960, are nearly 7,000 hectares of rice paddy which will be 
capable of yielding 2 crops per year instead of only 1, and nearly 300 
hectares of waste and wild land will be converted into paddy. 
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Description—Continued 
[Amount in million dollar equivalent] 


Mechanical land reclamation : 

This project is being undertaken in Konsen Plain in Hokkaido and 
the Kamikita Peninsula at the northern extremity of Honshu, and is 
expected to bring into production 11,690 hectares of new land. The 
estimated completion date is March 1968. 

Shinotsu development 

This project will drain peat land now covering much of the Ishikari 
Valley and render the soil suitable for cultivation. It is expected that 
about 10,125 hectares will be brought into production. 


Total 

ICA officials advised this staff that various projects in the early 
stages of development and/or planning by the Japanese Government 
will reclaim and ultimately bring into production approximately 
200,000 acres. They also state that regardless of how great an effort 
is made by the Government of Japan to reclaim land for agricultural 
purposes, the land that can be brought into production w ill not offset 
the loss of land area resulting from the expansion of urban centers, 
highways, airfields, etc. It has been estimated that in the past 30 
years encroachment of cities, roads, airfields, etc., has reduced the total 
agricultural area by approximately 3 million acres. 


“Chile. —Only one project has been annoyed for Chile as of June 30 
1956: 


? 


Description 
{Amount in million dollar equivalent] 


Plan Chillan 

This sum has been approved for 1. year to help development of 
an agricultural training center in Chillan which, functioning in close 
relation with the University of Concepcion, will offer instruction at 
the university level. Facilities of an existing agricultural college 
are being utilized and the local currency will be used to remodel 
existing buildings, acquire and develop land, and build additional 
facilities. It is expected that the entire $4 million proceeds from 
surplus sales which have been allocated to ICA programs will even- 
tually be used on this project. 


Ecuador.— 


Establish credit for economic development in HNeuador 

Under the terms of a loan agreement the equivalent of $3.1 million 
will be made available to the Banco Nacional de Fomento, a local 
development bank, to finance economic development activities within 
the boundaries of Ecuador. These funds will in turn be reloaned to 
individuals, associations, or other legal entities as may be deter- 
mined by the manager of the Banco Nacional de Fomento provided 
such loans are used for the purposes outlined in the agreement. The 
purposes include agricultural pursuits, transportation, communica- 
tions, industry, and projects to stimulate and develop multilateral 
trade. It is specifically pointed out in the agreement that loans 
can be made to increase areas of cultivated lands destined for the 
production of foodstuffs and other agricultural products deemed 
to be of importance in promoting economic stability and improved 
nutritional standards in Ecuador, but not to increase exports nor 
decrease imports of agricultural commodities in surplus in the United 
States. 
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Description—Continued 


{Amount in million dollar equivalent] 
Peru.— 


Quirods Srelentheh MOOI be iii crests ss scferhs ered i ii emt nt peeen ness $4. 4 

The sum of $4.4 million will be a part of the cost of the Quiroz 

irrigation project in northern Peru. It is planned that 30,000 addi- 

tional hectares of land will be placed under cultivation. The gen- 

eral plan is for crop diversification and cultivation of special crops 

of foodstuffs to improve the nutritional standards of the people of 

Peru; however, it should be noted that Quiroz has been previously 

considered to be a cotton-producing area. 


Use of local currencies for market development 


Public Law 480 under section 104a authorizes the use of local cur- 
rencies for market development projects for United States agriculture 

roduce. As of June 30, 1956, approximately $20.2 million of the 
focal currencies generated from title I surplus sales had been planned 
for use in this field. This represents slightly less than 2 percent of 
the local currencies generated under the title I program. The types 
of market projects financed under this program include sales promo- 
tion campaigns, publicity and advertising, trade fairs and exhibits, 
nutrition demonstrations using United States agricultural commodi- 
ties, and the use of foreign currencies to pay travel expenses of mar- 
ket specialists and to help finance pilot food processing plants and 
distribution systems. 

Market development agreements are made by the Foreign Agricul- 
tural Service, USDA, with American trade associations interested in 
developing new markets for agricultural commodities in foreign 
countries. Associations undertake to survey the problems and possi- 
bilities of developing new markets. They formulate programs, and 
carry out projects in market research, market analysis, sales promo- 
tion, and related training activities. In carrying out these joint agree- 
ments the trade associations provide certain personnel and make a 
direct financial contribution to meet the necessary dollar expenses. 
The FAS provides local currency funds for indigenous services and 
supplies. 


D. REVIEW OF THE OPERATIONS OF TITLE II OF THE AGRICULTURAL TRADE 
AND DEVELOPMENT ACT OF 1954 (PUBLIC LAW 480, 83D CONG.) 


Title II authority enabled the President to furnish surplus farm 
products to friendly peoples in meeting famine or other urgent relief 
requirements. The transfers of such products have been made to cer- 
tain countries to aijleviate suffering following in the wake of flood, 
earthquake, hurricane, drought, crop shortage, and other natural 
disasters. The authority requires that reasonable precaution must be 
taken to assure that the transfers under title II do not displace or 
interfere with sales that might otherwise be made. 

Transfers under this authority usually are made on the basis that 
the commodities be distributed free of cost to needy recipients in the 
foreign countries. In some instances it has been determined to be in 
our national interest, or has been necessary for practical reasons, to 
permit foreign governments to use some of the commodities as payment 
for work relief or for sale to the consumers. If the surplus agricul- 
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tural commodities are sold by the foreign countries for local cur- 
rencies, the sales proceeds must be used: by the foreign government, 
upon agreement with the United States, for purposes “designed to 
strengthen and rehabilitate its economy. 

ICA has primary responsibility for administering title II, Public 
Law 480. This agency advised that as of June 30, 1956, transfers of 
approximately $218 million (excludin transportation costs) worth of 
surplus commodities at CCC cost Sateen authorized. The status of 
this program as of June 30, 1956, was as follows: 


{In millions of dollars] 
Transfer by commodity : 


I emerge rpelinnm oxigen hdl incr tacan ahaa alaeaimtad eatin dnadiaces Sessions 103. 391 
SE Ces can Saecs rcew ersrcseae a msacmvneg seotndomntagrang mm eet cata 16. 084 
Riek di ssnateeciieiinisedbtiteancesisbeaiias wees anaes ites dn lsncinelh ed deen died teeta adelaide data lekaasecbles 29. 987 
Renter NGOs ites wep nbL Rp dts hl dn DESL pie lobed a betentes 7. 251 
ye I Maced cis ease si asi lah adn cca ie is ec tardiness 30. 617 
EE Te, SNR iis en oes inanimate 27. 151 
Sa secre e scpones inn es orescence sa acheter 3. 329 

NR cre tare een a ee ea ee eee id hc cl sapien 217. 810 
QUCRm TIONING a eo orn cwseeecacsees ee UR. os 20. 100 

OUR CO ibn td 5 ni Kt — ebbaeRiniean nes 237.910 


ICA advised this staff that as of June 30, 1956, there had been 
shipped to foreign countries under this program $143.4 million (ex- 
cluding ocean freight) in surplus commodities. 

There were three countries which sold some of the commodities to 
their people for local currencies. The dollar equivalent of local cur- 
rencies generated as of June 30, 1956, was as follows: Guatemala, 
$1.6 million; Pakistan, $2.2 million; and Yugoslavia, $17.3 million. 
Of this $21.1 million equivalent in local currency there have been no 
programs yet considered and the funds are in the custody of the three 
local countries. ICA stated that it is possible that in Guatemala a 
small amount of the local currency generated from title II sales may 
be used for agricultural buildings. 


E. UNITED STATES VOLUNTARY AGENCY SURPLUS FOOD DISTRIBUTION 
PROGRAMS 


Section 416 of the Agriculture Act of 1949, as amended by section 
302, title ITI of Public Law 480, provides that the Secretary of Agri- 
culture, having first taken care of domestic welfare needs, can dec lare 
commodities available as a free donation to American voluntary 
yoy’ for distribution to needy persons abroad. Beginning with 
the ECA Act of 1948, the Congress has appropriated funds to further 
the work of these agencies by paying the ocean freight on their relief 
shipments to certain countries. The commodities are delivered free at 
United States ports. USDA regulations require that the receiving 
agency maintain a United States citizen representative resident in the 
rec elving country at the time of distribution. 

The voluntary foreign aid staff of ICA services the Advisory Com- 
mittee on Voluntary Foreign Aid and is the focal point within ICA 
on matters relating to U nited States voluntary agency affairs. Some 
50 agencies are formally registered with the Advisory Committee and 
thus are eligible under legislation to receive donated surplus commodi- 
ties for distribution abroad. Four agencies are the largest in terms 
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of surplus commodity distribution and move, through their combined 
efforts, roughly 90 percent of the total. They are: (1) Catholic Re- 
lief Services. National Catholic Welfare Conference; a) Church 
World Service; (3) Lutheran World Relief; and (4) CARE, 

Commodities are being distributed in some 50 countries around the 
world and it has been estimated that during the fiscal, year 1956 these 
foods reached a total of 40 milion recipients. All containers are 
marked “Donated by the People of the United States of Americ: 
Not to be Sold or Exchanged.” 

The food commodities which have been available under this pro- 
gram are: Dried milk; butter; butter oil; cheese; cottonseed oil; 
wheat; rice; corn; and beans. The last four-named comodities were 
made available in mid-December 1955. 

The quantities in short tons which have moved in recent years are: 


Fiscal year: 


64... Senne noc Ta te 
SS A desi chk ct ee kee oe, Seat oe cies BAL, diet ond ‘ : 3 a ___._ 248, 000 
SE SO ET a eA et ee eR RE EER eee ft 
I ON il nn wt aint atti dhablp Manges Sei dbledhmann age 190, 000 








F. 
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AGRICULTURAL PRODUCTS UNDER THE MUTUAL SECURITY ACTS 
ICA has the direct responsibility for administering our mutual, se- 
curity program. The first agricultural program appeared in the mu- 
tual security legislation in 1953 as section 550 of the Mutual Security 
Act of 1953. This act called for part of the assistance to friendly na- 
tions to be in the form of surplus agricultural commodities. The 
mutual security legislation in 1954 (sec. 402), and again in 1955, con- 
tinued the use of surplus agricultural commodities. The use of sur- 
plus agricultral commodities has also been authorized in current 
legislation, the Mutual Security Act of 1956. 

‘Surplus farm products have been sold abroad to friendly countries 
who pay for them in their own currencies. The proceeds realized from 
such sales are being used for military assistance, defense support, de- 
velopment assistance, and other purposes whic h forward the objec- 
tives of the mutual, security program. Actually the specified uses of 
local currencies generated from sales under the Mutual Security Act 

zre consistent w ith uses specified under Public Law 480. On some 
occasions it is possible to finance a project within a foreign country 
from local currency proceeds of both types of sales in: asmuch as the 
project can qualify under both programs. The local currencies may 
be furnished the foreign country either as a grant or on a loan basis. 
The use of the local currencies may also be used for projects agreed 
upon between the foreign country and the Government of the U nited 
States. Consideration is given to the approval of capita], development 
projects without displacising United States export markets and with- 
out establishing competitors of our markets. 


1. Surplus agricultural sales under section 550 and section 402, MSA 


During the 3-year period ended June 30, 1956, 29 foreign countries 
purchased $1,035.8 million equivalent of United States surplus agri- 
cultural commodities (CCC cost) the major portion of which was bread 
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grains and cotton. The commodity breakdown of the sales is as 
follows: 


[In millions of dollars] 


Bree: See Wi vita esl} iw ods ested dette ts J¢nived—os $330. 
Cotton a sees ; va 342, 


~ 
ch 


Isa BOR 


Other commodities__._..__.---_- 


i i es sepals Se 


>|o 


Ocean transportation 


Total ‘ ’ 1, 035. 
Im fiscal 1954, $215 million of surplus agricultural commodities had 
been authorized; in fiscal 1955, $489 million : and in fiseal 1956, $331 
million; and the sales proceeds were earmarked for mutual security 
program purposes. As of June 30, 1956, shipments totalling $771.1 
million had been made. 


Agricultural projects approved with section 550 and section 402 
local currencies 
ICA officials advised that there has been $695.1 million in local cur- 
rencies allocated for approved ICA programs. Of this sum $52.7 
million has been approved for programs relating to agriculture and 
natural resources. The countries where programs for economic devel- 


opment of agriculture and natural resources have been approved are: 


[In millions of dollars] 


Spain 
India 
Israel 
Taiwan 
Bolivia 


ICA officials advised that most oo the local currencies have been 
programed for military assistance and defense support in a majority 
of the countries to enable them to meet their commitement to the North 
Atlantic Treaty Organization (NATO). A brief description of the 
projects: relating to agriculture and natural resources in the five 
countries mentioned above are as follows: 

Spain.—Approximately $18 million is being programmed for three 
projects identified with Public Law 480 funds. The largest sum of 
the $18 million; a total of $15,399,230, is being used for’ a series of 
irrigation and reclamation projects to provide immediate relief, 
through estimated 970,000 man-days of employment, in economically 
underdeveloped areas where low agricultural] productivity was m: ade 
more ‘acute by a series of cold waves which hit crops, fruit trees, and 
small gardens last February. It will also provide permanent relief 
by making irrigated land available to small farmers and gardeners in 
areas of subnormal rainfall and marginal agricultural exploit: itions. 
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ICA advised that approximately 4.4 percent of the cost is estimated 
to be applied to lands primarily producing cotton and 7 percent is 
estimated to be utilized to improve yields of wheat in the area. In 
addition to the $18 million programed for projects there is $800,000 
programed to train a number of specialists in the agriculture and 
forestry fields. 

India.—$14.0 million has been programed for the Rihand Dam which 
will generate power, and also for the irrigation of approximately 
1,600,000 acres in Uttar Pradesh by tubewells. It will also make pos- 
sible the irrigation of approximately 450,000 acres in Bihar through 
regulated flow of the water from the reservoir. The area of Uttar 
Pradesh has a population of approximately 25 million people and is 
relatively underdeveloped in both agriculture and industry. The 
irrigation of approximately 2,050,000 acres will yield annually ap- 
proximately 600,000 tons of additional food grains as well as other 
valuable agricultural products. 

Israel_—The projects being carried out in Israel are described as 


follows: 
[Amount in million dollar equivalent] 
I a 0. 6 
Funds were released for completion of the first stage of construction, 
and major expenditures were for grouting, concrete walls and mass 
concrete. 
IE I Lak ili a eidachceeningiebbtalio es epenln-ap Skateline tisestiionapib negate -6 
Funds were released for completion of first stage of construction, 
and major expenditures were for filling and grouting. 
OE PO Sin trier tninbegntinestimcimacineteinmentowinettpeet 3.8 
A loan was made to Mekorot for continuing the development of 
regional irrigation schemes specifically the Yarkon-Negev, Southern 
Judea, and Shomron North schemes. 
Tre: IRIE ROE . tate iacdcerneitiieestedetin > <nimpepriintin mo ammemymanan 8 
Assistance to development and cultivation of additional fruit planta- 
tions such as carobs, bananas, deciduous and subtropical fruits, vine- 
yards, and including citrus. As in all the above projects, the $0.8 
million equivalent in local currency for this project is only a portion 
of a larger sum ($2,900,000) in the Israel development budget for the 
fiscal year ending March 31, 1956. 
assed entreion eee deal ahieegion apes sickens pperingtvenmn ureter 1.1 
Work carried out in all parts of Israel including tapping of local 
water resources, installation of central pipes, reservoirs, pumping sta- 
tions, and distribution to areas under cultivation. 
ee ae a nS ee 5 
Part of a loan to the Jewish National Fund for afforestation, re- 
forestation, tending forested areas and reclaiming land for cultivation. 





a ie hE Tt lentes iemee 7.4 


T aiwan.—The projects in the agricultural and natural resources field in Taiwan 
are: 
{Amount in million dollar equivalent] 
I I a cnet chine 0.9 
This project assists the Provincial Water Conservancy Bureau and 
associations of water users in improving the irrigation of marginal 
agricultural lands. Assistance includes improvements in draining and 
flood control. 
CD Wee Ga IN CI nh ett er eemmnenne seule 2 
This project is helping to increase the production of various crops, 
including peanut, soy bean, flax, vegetable foods, etc., and types of live- 
stock necessary for the increasing population. Emphasis is placed on 
insect and disease control, management practices, etc. 
Agricultural economics, farm organizations and argicultural credit_______ 3 
FN aa ke Et Le ectbcodes cae adiutseni me etecies 2.3 
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Bolivia.—The following is a list of the agricultural projects involv- 


ing use of local currency generated from section 402 of Public Law 


665 programed from July 1, 1953, to June 30, 1956: 


[Amount in million dollar equivalent] 


Cochabamba-Oruro irrigation project._....-.-.----.+-.-------------..- 
Consists of aid to the Ministry of Agriculture for continuing con- 
struction of 2 water-retaining dams and corresponding irrigation 
works near Cochabamba and Oruro. Thirty thousand acres of land 
will be irrigated in Cochabamba and 10,000 acres in Oruro. 
Hmergemey: gutate eroGucthe. o.oo c eh sainn bin 
To permit the Agricultural Servicio to initiate a project in potato 
production in the Cochabamba Valley. These funds have been used to 
finance costs incident to producing a second potato erop to partially off- 
set losses suffered in the first crop due to drought and frost. 
Ricennilime Tectities, Bante Crus..__.....ei<enensenn-thedvebe-~sae> vel 
To assist the Bolivian Dev elopment Corporation to pay local costs 
connected with the construction of rice-milling facilities designed to 
accommodate increases in rice production. 
Ie eeRESOR: WOE: ee, avis ne ecibene tli a thine ti Nia encmmmenccen 
To continue assistance to the Bolivian Development Corporation to 
pay local costs connected with the development of an irrigation system 
for Villamontes. Three hundred and fifty thousand dollars of United 
States aid funds were used in fiscal year 1954 to purchase equipment for 
a pumping station. This project is designed to irrigate more than 
12,000 acres of land. 
Powdered-mils . plant,  Oochabambe —....... 10 shen sek ctisden eo ne 
To continue assistance to the Bolivian Development C orporation to 
pay local costs of constructing a powdered milk plant in Cochabamba. 
Most of the machinery for this plant was provided by UNICEF. 
Superviaed, aericwltural Crear — pinnae ene sigs eee eee pip pawn bon 
This project consists of aid to the Ministry of Agriculture for the 
purpose of increasing agricultural production in Bolivia through the 
provision of supervised credit loans to farmers. 
Amimmeii Nabecine lahore mth i iiciksik i ie ie hh i hh se ed iene 
To assist the Ministry of Agriculture in the construction of a labora- 
tory in La Paz for the manufacture of animal vaccines. 
FEET TNE I a nrg ae eels gees cw nee tai ea eee maior rstarh ates ier 
To assist the Agricultural Servicio to finance increased construe tion 
costs, caused by wage and price increases, at the demonstration and 
seed-production project at Muyurina; to finance local costs of estab- 
lishing a sheep-shearing pool and 2 machinery pools in the altiplano 
area. 
Cavelé 'eunter dud amtirabiee tito. eee i cts 
To assist the Agriculture Servicio in continuing the cattle demon- 
stration and breeding project in Reyes, the livestock breeding and 
pest-control project in Villamontes, and to inaugurate an antirabies 
campaign in Chuquisaca. 
OTe Oe Ehren rte whch RUL2 
To continue assistance to the Bolivian Development Corporation for 
local costs of construction of agricultural storage facilities. 
RGTriCGPRenel! PEM BIEN ORs. crc en ok ecb eek ee eae nee oe he anes 
To continue assistance to the Bolivian Dev elopment Corporation for 
local costs of rehabilitating the beef-refrigeration plant in Reyes. 
Super witli, }G@ubiitie.i 4:3 j4b6506)5~155-~suandsn ik espe ego 
To continue assistance to the Bolivian Development Corporation for 
local construction costs of erecting a sugar mill at Guabira. 
Internal migration, colonization, and resettlement___________-_____- 

This project consists of plans for assistance to the Bolivian Dev elop- 
ment Corporation in carrying out several activities in colonization of 
the Santa Cruz area by means of internal migration and eolonization 
by immigration, to carry out agricultural pursuits to augment the pro- 
duetion of foodstuffs and other agricultural crops. 
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G. REVIEW OF THE OPERATIONS OF PUBLIC LAW 216, 83D CONGRESS 


Public Law 216, 83d Congress, authorized the President to use stocks 
of agricultural commodities held by the CCC to assist friendly peoples 
in meeting famine or other urgent relief requirements. This act had 
a termination date of March 15 », 1954, at which time other new pro- 
grams were to have been instituted. Title II, Public Law 480, 
approved July 10, 1954, took the place of Public Law 216. 

Three countries received grants of wheat under the Public Law 216 
program: 


CCO coat 

(in millions) 

Bolivia, 72,000 tons of wheat_______-__-_------_--~- CoO SUI SB Ue $8. 0 

Sonden, 10,000 toms oF Waele 2 gh lk a ce ee lee coca 7.2 
Lee oe 00m: OF WRONG. n= sé os ec caccccccasi eso 0. 25 
a ts ea a A Te ed de ae _ 9.45 

Ocenn’ tlhneperte tion oc Oe eg SEs 1.4 
RE Ne sa a ee Ek ed Eee 8 BUCY) o 10. 85 


ICA advised this staff that, of the above grants, Bolivia raised 
approximately $5 million equivalent in local currency, of which ap- 
proximately $1,541,250 has been invested in agricultural, irrigation, 
and natural resources activities. 


H. REVIEW OF THE OPERATIONS OF PUBLIC LAW 77, 83D CONGRESS 


Public Law 77 provided for the transfer of price-supported wheat 
to Pakistan not to exceed 1 million long tons during the fiscal year 
ended June 30, 1954. The authority was enacted to ‘alleviate starva- 
tion and mass suffering caused by a famine condition in Pakistan. 
It was provided that the wheat be made available free of cost to those 
people who, by virtue of circumstances beyond their control, were 
unable to pay for it. With respect to that portion of the wheat that 
was sold to the people of Pakistan, the authority called for the deposit 
of rupees in a special account to be utilized for the people of Pakistan 
in projects intended to increase food production and other projects 
and programs in the mutual interest of the United States and Pakistan. 
The authority ealled for pursuing all measures to reduce relief needs, 
to increase food production and supply, and to improve distribution of 
foodstuffs within Pakistan so as to Jessen the danger of similar emer- 
gencies in the future. 

Under Public Law 77, the United States furnished as a grant 610,976 
long tons of wheat at a cost of $73.7 million. Approximately $46.3 
million of the cost. was charged to free distribution; $27.4 million was 
realized from the sale of the commodities. Of this amount, approxi- 
mately 5 percent, or $1.4 million, was allocated to United States uses, 
including administrative and operating expenses in Pakistan. The 
remaining $26 million has been programed as follows: 

{Amount in million dollar equivalent] 


Pra mine PO ccc sdeessc hese ie sail 4ossd~ he tae 3d- been ies J—nlage-o 6.1 
Includes chiefly public-works projects designed to give employment 
to people so that they could earn funds in order to purchase wheat. 
ida mn cecnmiaens ania apeaieceres te ee 
Beehive bins and house-type godowns were € approved types of con 
struction. This type of program was not for the purpose of increasing 
food production. 
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{Amount in million dollar equivalent] 


SEO EO GIS oe eee eons earcrs 6.8 
The grow-more-food campaign covers a wide variety of ‘projects 
designed to encourage the growth of more food of all types or to make 
more food available. The specific projects approved include small 
credit operations, small irrigation and bundling operations, populariza- 
tion of new methods of conservation, and related projects. 


Teun Perreets a2 see ee a a ek 5.8 
The Taunsa Barrage, a low dam across the Indus River, is being con- 
structed to divert water into a large irrigation system. This project 
represents a direct contribution to increased food production in Paki- 
Stan. At a later date the barrage may have certain power facilities 
installed, but the funds resulting from the balance of wheat provided 
under Public Law 77 will have been spent before power installation 
begins. 
tka eh ah react oe senate 0a in nescence een a tease tantncmetaietamee niece 26. 0 


V. AGRICULTURAL DEVELOPMENT IN ForetGN CouNTRIES 
THroucn Muruat Srecuritry Programs 


A. GENERAL POLICY 


In the Mutual Security Act of 1954 it is stated that— 


It is the policy of the United States * * * to aid the efforts of the peoples of 
economically underdeveloped areas to develop their resources and improve their 
working and living conditions by encouraging the exchange of technical knowl- 
edge and skills and the flow of investment capital to countries which provide 
conditions under which such technical assistance and capital can effectively 
and constructively contribute to raising standards of living, creating new re- 
sources of wealth, increasing productivity, and expanding purchasing power. 

The basic contribution made by the United States Government 
for the increase of foreign agricultural production is administered 
by the International Cooperation Administration. The technical- 
cooperation programs in agriculture of ICA seek primarily to in- 
crease food production for internal consumption and to improve 
agriculture generally as a basic part of helping to develop the econo- 
mies of free 1 nations. United States technicians work with officials in 
the ministries of agriculture and, through the ministries, with host- 
government technic: ‘lans at all levels. They help train local, techni- 
cians for work in the countries’ agricultural programs to— 

(a) Increase crop yields per acre by introducing better seed, improved farm- 
ing implements, more effective cultivation methods, and greater use of fer- 
tilizers and insecticides ; 

(bv) Help in the development of irrigation and other water uses needed to 
improve land now under cultivation or to open up new areas; 

(c) Improve livestock by controlled breeding, artificial insemination, and 
modern feeding practices ; 

(d@) Introduce improved pest- and disease-control techniques for animals 
and plants; 

(e) Improve farm storage practices for grain, hay, and other produce; 

(f) Develop advisory extension services to bring research findings to farm 
families ; 

(g) Establish agricultural credit systems. 

Increased food production and other agricultural gains have been 
reported. in practically all of the countries carrying out technical, co- 
operation programs. It is estimated by the International Cooper a- 
tion Administration that these programs have already helped more 
than 95 million farmers in Latin America; in the Near East, South 
Asia, and Africa; and in the Far East. 
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The services that have been established, extended or improved by 
the countries as a result of advice and assistance given by technicians 
or training received by participants accounts for the major part of 
the number of farmers affected. 

ICA estimates that 47,500 agricultural technicians in cooperating 
countries have been trained, or have received supplementary instruc- 
tion. 

An estimated 1,800,000 farm demonstrations have been con- 
ducted in the cooperating countries by the extension service and 
other agencies of the ministries of agriculture. United States tech- 
nicians demonstrated and assisted in early stages but have not been 
associated directly with all of these demonstrations. 

An estimated 500,000 rural youth in 29 cooperating countries are 
members of approximately 36,500 rural youth clubs. 

Approximately 300 agricultural schools and colleges have been 
assisted under the mutual-security programs. Assistance has been 
of various types, ranging from incidental assistance of technicians 
stationed in the area to help in supplementing improvements of new 
schools and training entire staffs of instructors. Twenty-nine United 
States agricultural colleges are giving assistance under contract to 
institutions in cooperating countries. In some cases, a United States 
college may render assistance to several colleges and schools. 

Approximately 6,300 agricultural participants from cooperating 
countries will have received training in the United States by the end 
of calendar year 1956. 

World production of rice has increased steadily since the end of 
World War II. Increases have occurred in non-International Coop- 
eration Administration-financed and International Cooperation Ad- 
ministration-financed countries alike, and there appears to have been 
no marked difference in the rate of increase in each group. World 
production was 12 percent higher in the 5-year period ending with the 
1954—55 crop than in the previous 5-year period; whereas the corre- 
sponding increase in Asia (excluding Communist China, U.S. 5S. R., 
and North Korea) where United States aid may have contributed in a 
small way to increased production amounted to 11 percent. 

From the end of World War IT until the end of fiscal year 1953, 
rice was in short world supply and a number of countries were ration- 
ing the limited amounts available to them. As would be expected, in 
such a period most of the rice-producing countries were striving to 
increase production. In this period International Cooperation Ad- 
ministration’s predecessor agencies did not decline, for reason of 
United States surpluses, to assist in increasing rice production. 
However, the Agency’s role in increasing production of that. com- 
modity was a minor one since its programs then were principally 
directed at European recovery. Of the Asian rice-producing coun- 
tries, only Taiwan was receiving assistance. 

World production of wheat also has increased and is now about 
25 percent greater than in 1945-49. In Europe, where until. 1953 In- 
ternational Cooperation Administration’s predecreenr agencies were 
encouraging wheat production recovery, the corresponding increase 
is close to 40 percent, but this is not a fair comparison since European 
production immediately following the war was greatly below normal, 
Europe’s average production of wheat during the past 3 years is up 
only about 15 percent from the prewar years of 1935-39. 
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There is no doubt that International Cooperation Administration’s 
predecessor agencies did make a contribution to wheat production 
recovery in Europe during the fiscal years 1948-49 through 1952-53 
when wheat was in short world supply and the United States Govern- 
ment was encouraging production both at home and abroad. It is 
virtually impossible, however, to measure realistically the impact of 
United States assistance to agriculture in foreign countries in terms 
of increases in production of specific crops. 

The International Cooperation Administration’s agricultural pro- 
gram places primary emphasis upon improvement in governmental 
services, education, and research and the development of natural re- 
sources where it can be done without expanding production of crops 
in surplus. Other parts of the United States program, for example, 
health projects, roadbuilding, training in the use of machinery, etc., 
undoubtedly affect agricultural output too, but it is obviously impos- 
sible to measure the impact of these United States programs alongside 
the countries’ own efforts, weather, and other factors which influence 
production. : , ’ 

During and since fiscal year 1954 International Cooperation Admin- 
istration generally has followed a policy of assisting in rice and wheat 

roduction only where such production will be consumed by an expand- 
ing population or through ae living standards within the 
country and will not result in increased exports or decreased imports. 
Exceptions to this policy have been made for the wartorn countries of 
South Korea, Vietnam, and Cambodia where fertilizer purchases 
financed by International Cooperation Administration, the rehabilita- 
tion of irrigation facilities and other activities may contrbute to an 
increase in the availability of rice for export, although any such rice 
exports will fall far short of reaching prewar levels. Even in these 
countries where urgent needs for economic recovery made exception to 
the usual policy essential, International Cooperation Administration 
reports it is endeavoring to phase out rice production assistance and to 
encourage production of nonsurplus crops. 

Projects which have been given support under the mutual security 
program will provide irrigation water for approximately 2.3 million 
acres of new land and will provide additional water to approximately 
3.5 million acres of land that were previously under cultivation. These 
acreages represent ultimate potential acreage to be served. It will be 
many years before all this acreage is brought into production. Fur- 
thermore, the United States contribution represents a small portion of 
the cost, usually covering technicians and some specialized equipment. 
Knowledge gained from this work may have assisted countries in addi- 
tional work done with their own resources. ICA states that there is 
no estimate available of the total of irrigation projects in all of the 
cooperating countries. 

International Cooperation Administration officials prepared, at the 
request of the staff, a memorandum on policy regarding the extent and 
nature of agricultural development in foreign countries. This memo- 
randum is being set forth verbatim inasmuch as it deals with the 
changing period following World War II. 

Programs of assistance to agricultural development in foreign countries have 
been carried out in accordance with the objectives of the period. In the period 
immediately folowing Warld War II, the program was primarily rehabilitating 
agriculture. In the Korean period many basic commodities were in short supply, 
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prices rose sharply and many countries were forced to ration domestic, supplies 
and institute export controls. The United States Government encouraged agri- 
cultural production at home and gave assistance to increasing production in some 
countries ineluded in the mutual security program. During these first two 
periods beginning in 1948 and extending to the end of fiscal 1953, the reasons 
for increasing production were different but the policy.as it affected the program 
was approximately the same. Beginning with the period following the end of 
the Korean hostilities, International Cooperation Administration policy became 
one of avoiding activities directly aimed at increasing production of crops which 
would result in increased export availabilities of agricultural commodities in 
world surplus supply. 

The activities of International Cooperation Administration and its predeces- 
sor agencies which have directly influenced production of crops that are now in 
surplus supply, such as cotton, tobacco, wheat, vegetable oils, dried fruits, citrus, 
and rice, are discussed by three periods of time; namely, (1) the period before the 
Korean crisis; (2) Korean crisis period; and (3) the period since the Korean 
crisis. 

I. BEFORE KOREAN CRISIS 


(3 months of fiscal years 1948, 1949, and 1950) 


The Marshall plan was for Europe primarily but some aid went to certain Far 
Eastern countries. Europe which is a normal importer of food and fiber in any 
event came out of the war with its own food production reduced to the disastrous 
low of 75 percent of prewar, with its livestock depleted, its machinery worn out, 
feed supplies gone and manufacturing plans for the “means of crop production” — 
agricultural machinery, fertilizers, seeds, pesticides, destroyed or devoted to other 
purposes. Europe at that time neither produced what it could in food and fiber 
nor did it have the foreign exchange of any kind to buy its needs. *‘The purpose 
of the agricultural portion of the program was to help Europe restore agricul- 
tural production to its prewar level first, and then to catch up with population 
increase. Expenditures for “means of crop production” were largest in this 
period and represented 40 percent of all obligations to date for this purpose. 
Of the $235 million obligated for such commodities during this period $99 million 
was for agricnuiture machinery, excluding tractors, $67 million for agricultural 
tractors, $59 million for fertilizers, $5.5 million for seeds and $3.5 million for 
pesticides. This filled the main gap until Europe could again supply these items 
from its own production. 

Most of the dollar aid, however, went toward supplying food, feed, and fiber 
to the war-stricken, liberated areas of Europe. Agricultural production indices 
indicate that production was brought back in Western Europe from 86 in 1947-48 
as compared with 100 prewar, to 114 in 1952-53 which just about kept up 
with population increase. Per capita consumption on the average was brought 
from 2,615 calories in 1947-48 to 2,840 in 1950-51 as compared with 2,885 prewar. 


II. KOREAN CRISIS PERIOD 
(Fiseal years 1951, 1952, and 1953) 


During the Korean crisis period concern was with shortages rather than 
surpluses. Cotton was so short that exports were under allocation. Further- 
more, the diversification programs that were being initiated received a tempo- 
rary setback by the increase in prices of basic commodities. This was particu- 
larly true of cotton prices. During this period neither MSA, TCA, nor ITAA 
made any special appraisal of technical assistance in its relationship with 
production of specifie crops. 

The nonproject obligations for “means of crop production” commodities for 
this period totaled approximately $160 million. About half of this total was 
for the Republic of China and the Philippines. Approximately $50 million for 
Europe of which $30 million went to France and $7 million to Spain which 
came under the program for the first time in 1951. The Near East received $30 
million of these commodities with approximately $23 million going to Turkey 
and $7 million to Greece. 
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III. POST-KOREAN CRISIS PERIOD 
(Fiscal years 1954, 1955, and 1956) 


During the fiscal years 1954 to 1956 inclusive, the nonproject obligations for 
“means of crop production” commodities totaled $182 million. The major item 
was approximately $144 million for fertilizer of which about $121 million was 
for Korea. This was clearly for the purpose of aiding in rehabilitating the 
agricultural production of South Korea. Most of this fertilizer went on rice, 
the major food crop. Prewar Korea was a large importer of fertilizer, mainly 
from Japan, and a large exporter of rice to Japan. Postwar Korea, however, is 
eating more of its rice because of large population increase. It has not and 
will not likely reach anywhere near its prewar level of rice exports. The same 
is true of the fertilizer purchased for Taiwan, Vietnam, Cambodia, and Laos. 
Fertilizer has gone into other countries, largely food-deficit countries, in rela- 
tively small amounts for demonstration purposes to show the benefit of use of 
fertilizer and to show applicability of new type of fertilizer not previously used. 
This has been especially true in countries where fertilizer plants under construc- 
tion are planning to produce new types of fertilizers and it is desired to acquaint 
farmers with these better types of fertilizer before the plant starts full pro- 
duction. It has been established policy for countries other than those indi- 
eated above to disapprove fertilizer procurement for use on crops that are in 
world surplus. 

The same policy has applied to agricultural machinery, tractors, seeds, and 
pesticides. Procurement has been denied in cases where the use would be on 
crops in world surplus. 

In Burope, all bilateral programs in agriculture were phased out by the 
beginning of this period, except for Spain and Yugoslavia, which were not a 
part of the original Marshall plan. Obligations for “means of crop production” 
commodities of $6.7 million for Spain and $1.9 million for Yugoslavia were offset 
by net cancellations of $5.6 million of previous obligations for the original 
Marshall plan countries of Europe. 


B. ICA NONPROJECT OBLIGATIONS FOR FOREIGN AGRICULTURAL DEVELOPMENT 


(April 3, 1948, through June 30, 1956) 


The following two tables reflect the obligations for means of crop 
production for the various foreign countries ‘during the three pertinent 
periods referred to in the above memorandum, and an analysis of 
the amount expended during the entire period (April 3, 1948 through 
June 30, 1956) for specific commodities in each foreign country. 
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ICA nonproject obligations for ‘‘means of crop production’ during pertinent periods 


(fiscal years) 


[In thousands of dollars] 
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Korean crisis After 
| period, 
1951-53 1954-56 

$856 $45 
—163 0 
—684 -1 
31, 730 —65, 911 
| 907 55 
—56 90 
—301 0 
8, 516 686 
439 —263 
—%6 —150 
32 0 
6, 950 6, 666 
-- 186 0 
—165 0 
4, 927 —162 
2, 562 1, 886 
0 46 
3, 244 | 50, 427 2, 988 
700 — 480 
| 55, 019 —770 
4, 412 5, 874 
| 2, 318 109 
0 123, 252 
| 15, 337 503 
2,037 478 
79, 823 128, 966 
15, 510 | 7, 138 13, 824 
0 0 6, 226 
0 1, 250 
0 1, 810 
0 3, 767 
23, 062 20, 848 
30, 200 47, 728 


2, 390 
84 


2, 475 





182, 154 


Norte.—Totals are sums of unrounded figures, hence may vary slightly from totals of rounded amounts. 
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ICA nonproject obligations for ‘‘means of crop production’’ commodities by country 
[In thousands of dollars] 
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Note.—Totals are sums of unrounded figures, hence may vary slightly from totals of unrounded amounts, 


Cc. ICA PROJECT OBLIGATIONS FOR FOREIGN AGRICULTURAL DEVELOPMENT 


(April 3, 1948 through June 30, 1956) 


Obligations for project expenditures cover dollar cost of nationals 
of the cooperating country brought to the United States for training, 
United States technicians, contract services, supplies and equipment 
required for demonstrations and training purposes, and other ex- 
penses directly a part of the project. Supplies and equipment fur- 
nished under projects may include “means of crop production” com- 
modities where such are required for demonstration and training 
purposes. Project expenditures for the period April 3, 1948, through 
June 30, 1956, by ICA and its predecessor agencies total $278,084,000. 
The geographical breakdown of this total is as follows: 





PE CSRs acdibicciatee MR ladecid A colihs sceseabiianenidalesbdataniagbtachiis a bliahgtentinnahiiileshe $28, 741, 000 
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Pcs. 0 cali caccielhncallndadindiah nieibaiasines bectiniecinaaedaiaaiendicen aman sukbetoanen 8, 017, 000 
Oe Tail een ance is aad dinette taal riaiea aes 45, 099, 000 

TOON cos ietw eeeedeeccccamaeceetan thetic ates 278, 084, 000 


ICA reports that as of July 31, 1956, there were 743 United States 
agricultural technicians on duty overseas, including administrative 
personnel. This total does not include technicians serving under con- 
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tracts... The number of technicians in geographical areas are as 
follows: 

BN i  dhcectinilialweie recente idee banndeiarbidasbetbeonarainaeenienemnn apne ensenteciem 140 
Near East, and South Asia 


Europe and Africa 
Latin America 


D. APPROVALS FOR WITHDRAWAL OF COUNTERPART FUNDS FOR FOREIGN 
AGRICULTURAL DEVELOPMENT 


Counterpart funds approved for agricultural activities, as shown 
in the accompanying table, have totaled approximately $1.3 billion 
equivalents. Of this total, $343 million equivalents were approved 
for withdrawal during the post-Korean period (fiscal years 1954, 
1955, and 1956). The same policy has been used in reviewing and 
approving use of counterpart for agricultural activities as has ap- 
plied to dollar activities. 


[Millions of dollar equivalents] 


| Apr. 3, 1948, | July 1, 1953, 
| Total through through 
June 30, 1953 | June 30, 1956 


Region and country 


Grand total . 4 $1, 311.7 | $0968. 7 


7 $343.0 
Europe total_- P Pr 965. 6 | 847. 117.9 
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United Kingdom 7 
Yugoslavia | 

| 
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Near East, Africa, and south Asia total__..__.._- 


w 


! 


Greece 
Israel 
Jordan 
Pakistan 
Turkey 


toon wb 


Far East total 


Burma 

Cambodia 

China (Taiwan) 
Indonesian Republic 
Korea 

Laos 

Philippines 
Thailand... 


— — 
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Pm ooo G02 | 
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Latin America total__._. 
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| 


Bolivia 
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te 
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1 Less than the equivalent of $50,000. 


Note.—Totals are sums of unrounded figures, hence may vary slightly from totals of unrounded figures. 
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Activities of the ICA are listed below which might be considered as 
having a direct: influence on increasing production of surplus crops 
resulting in increased export availabilities. 

Turkey.—Out of general aid funds, approximately $3 million worth 
of pesticide concentrate was authorized as a part of the overall im- 
ports for Turkey. Some of the resulting pesticides manufactured 
from these concentrates were, no doubt, used on cotton and some used 
on wheat for control of the sen pest. 

Iran.—Assistance has been rendered to the Iranian Minister of 
Agriculture in conducting research designed to develop an economic 
control of the sen pest which causes serious damage to wheat. 

Israel.—aA citrus virus specialist spent 2 months in Israel advising 
Israeli technicians. This was beneficial to the United States as we 
desired to gain specific knowledge of this problem in Israel for assist- 
ance in solving similar problems here. 

Egypt—An entomologist with cotton-insect experience visited 
Egypt on control of the pink bollworm. Since this insect has been 
identified in the United States, this country was vitally interested 
in complying with this Egyptian request for our own benefit. 

A citrus virus specialist spent 4 months in consultation and study 
with the Ministry of Agriculture on the citrus problem of Egypt. 
Again, as was the case with Israel, this was considered of mutual 
interest to the United States in connection with its problem of control 
of citrus virus in the United States. 

Thailand—A 5-year seed improvement project was underway 
when ICA (FOA) took over the administration of the program. It 
was a fundamental activity and of great value to the Thais in stand- 
ardizing rice seed selection and progagation. The project is being 
phased out rapidly. Currently, work is underway to encourage diver- 
sification and elimination of sole dependence on rice for food and 
foreign exchange. 

Northeast Thailand is an almost separate area of this country. It 
has poor land and very poor people whose principal aim is to become 
self-sufficient in food. It will be many years before this area can 
possibly contribute to any exports. Assistance has been given this 
area in the development of small dams and reservoirs to provide 
domestic water supply and supplemental irrigation. In addition ex- 
ploratory ground water survey assistance is being given in the north- 
east area. These water supply programs may have some effect on 
rice production for local consumption only, as the water supply will 
not be sufficient to produce a rice crop of any magnitude during the 
dry season. 

Nicaragua and Peru.—Entomologists, though not in Nicaragua and 
Peru for the purpose of aiding cotton producers, have given some 
advice on control of cotton pests, along with other general entomo- 
logical help. ICA believes that this work has had only a very minor 
influence on cotton production. Cotton acreage has increased in these 
countries because of the availability of land and is lucrative income, 
compared to other crops. 
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VI. Crenrrs EsraguisHep py THE Exrorr-Lywrort BANK or WASH- 
ineton Reuatinc to AGRICULTURAL DevELOPMENT IN ForEIGN 
CouNTRIES 


The Export-Import Bank was authorized in 1934 as a banking cor- 
poration organized under the laws of the District of Columbia (Execu- 
tive Order 6581, February 2, 1934). The bank was continued as an 
agency of the United States by acts of Congress in 1935, 1937, 1939, 
and 1940, It was made an independent agency of the Government by 
the Export-Import Bank Act of 1945 (59 Stat. 526; 12 U. S. C. 635), 
ame agi lid amended in 1947 to reincorporate the bank under Federal 
charter, 

The purpose of the bank is to aid in financing and to facilitate 
exports and imports and the exchange of commodities between the 
United States or any of its Territories or insular possessions and any 
foreign country or the agencies or nationals thereof. The Export- 
Import Bank Act of 1945 expresses the policy of the Congress that the 
bank should supplement and not compete with private capital, and 
that loans inoutd generally be for specific purposes and offer reason- 
able assurance of repayment. 

During the period February 12, 1934, to December 31, 1955, the 
Export-Import Bank authorized total credits of over $6 billion, net 
of cancellations. 

At the request of this staff, the officials of the Export-Import Bank 
reviewed their credits and compiled a list of credits which, in their 
estimation, related either directly or indirectly to agricultural produc- 
tion in foreign countries. 

The credits compiled by the bank officials numbered more than 100, 
or approximately 25 percent of all the credits authorized from 1945 
to June 30,1956. This period was selected because it covers the years 
during which the bank has operated under the basic legislation which 
is now in effect, as amended. The credits selected by the bank officials 
fall into 3 groups, i. e., (1) a small number of credits established pri- 
marily to finance the exportation of United States materials, equip- 
ment, and services to assist in economic development abroad, and 
which have a more or less direct effect upon agricultural production, 
(2) a number of credits, generally in small amounts, to finance the 
sale by United States manufacturers of agricultural equipment to 
their dealers and distributors abroad, the purpose being to aid our 
manufacturers to retain their traditional markets against credit com- 
petition from European suppliers, (3) a large number of credits to 
finance United States equipment, materials, and service which will be 
employed abroad in the construction of railroads, highways, electric 
power systems, and the like which, incidentally, may assist in the 
production and marketing of agricultural products. 
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An analysis of the credits is set forth hereafter. 


{Expressed in thousands of dollars} 


} 
Asia Near East Latin 


Purpose of credit . 
and Africa} America 
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Credits of particular interest were examined and a brief résumé of 
each follows: 

Bolivia-——Two exporter credits, dated July 28, 1955, and September 
1, 1955, totaling $228,000 were made to assist, Studebaker-Packard 
Corp. and Mack Trucks in financing the sale of trucks for the trans- 
portation of food and other agricultural products from production 
centers to consumers. The demand arose primarily because of the 
increase in agricultural production in the Santa Cruz region. This 
increase came about after construction and paving of the Cochabamba- 
Santa Cruz Highway. which received 8 earher credits from the 
Export-Import Bank totaling $33,420,000. 

Brazil—A credit of $5 million was established on July 3, 1952, to 
finance the sale of United States agricultural tractors and implements 
in order to raise the productivity in agricultural labor in the State 
of Minas Gerais. 

On October 10, 1952, a credit of $18 million was established to fi- 
nance the sale of United States agricultural equipment in order to 
raise the productivity of agricultural labor in Brazil in states other 
than Minas Gerais. 

On March 8, 1956, a credit of $1,650,000 was granted the General 
Warehouse Co. of the State of Pernambuco to assist in financing 
United States materials and equipment required for a chain of 11 
regional grain elevators and 1 central elevator. 

A credit of $300,000 was issued on November 26, 1954, to finance the 
cost of United States equipment and materials for a chemical plant. to 
produce, among other things, DDT and other insecticides for use in 
agriculture principally for cotton. 

Chile —A. credit of $1,800,000 was issued on August 17, 1950, to 
assist in financing the purchase of roadbuilding machinery and equip- 
ment in connection with the Pan American Highway in the Province 
of Coquimbo. This Province reportedly was the second largest. pro- 
ducer of crops im Chile, with an annual output of about 240,000 tons 
of agricultural products. 

Colombia.—A credit of $14,500,000 was issued on July 1, 1943, to 
finance the cost of labor, machinery, equipment, tools, materials, sup- 
plies, and services required in connection with approved projects de- 
signed to develop agricultural resources in Colombia. Three of the 
principal projects are the construction on the Sisga River of a dam 








300 


to provide flood control; construction of the Rio Coello irrigation sys- 
tem; and the construction of the Rio Saldana irrigation system. 

A credit of $2,200,000 was issued on June 29, 1950, to finance grain- 
storage facilities in Colombia. 

Costa Rica—An exporter credit of $30,000 was established on No- 
vember 29, 1955, to assist Deere & Co. in financing the sale of farm 
oo and related equipment to its distributor in San Jose, Costa 

ica. 

Cuba.—Massey-Harris-Ferguson, Inc., received a credit of $150,000 
on May 3, 1956, to assist in financing deferred payment sales of trac- 
tors and equipment to the firm’s distributor in &n a. 

A similar credit was issued on December 13, 1955, in the sum of 
$60,000 to Oliver Corp. to assist its distributor in the purchase of agri- 
cultural and industrial machinery. 

Deere & Co. was issued a credit on February 24, 1956, in the amount 
of $320,000 in connection with sales of farm tractors and agricultural 
implements to dealers in Cuba. 

Ecuador—In 1947 and 1953 Ecuador received 2 credits totaling 
$7,700,000 to assist in the completion of a highway project initiated 
during World War ITI to provide access from the Pacific coast town 
of Manta to a potentially rich agricultural area in the interior of 
Ecuador in the vicinity of Quevedo. 

A credit of $250,000 was established on June 1, 1950, to assist the 
Republic of Ecuador in the purchase of land leveling, irrigation, and 
cultivation equipment and to prepare for the mechanization of rice- 
lands. This program was to encourage Ecuadoran rice farmers to 
mechanize the production of rice as a departure from the primitive 
hand-culture methods previously employed. 

Guatemala.—A_ $60,000 credit was established August 11, 1955, to 
assist the Oliver Corp. in financing the sale to its distributor in Guate- 
mala of tractors and implements for agricultural and industrial use. 

A similar credit was issued to Deere & Co. on September 22, 1955, 
in the amount of $50,000 to finance the sale of agricultural machinery 
and implements and farm tractors to its distributor in Guatemala 
City. 

Caterpillar Tractor Co. received a credit of $94,000 on October 22, 
1955, to finance agricultural machinery and implements sold to its 
distributor in Guatemala City. 

Haiti—The Republic of Haiti received a credit of $20 million on 
December 29, 1948, and an additional $7 million on April 15, 1955, 
to be used for flood control, irrigation, drainage works and land 
preparation. 

Mewvico.—A credit of $6 million was established on February 11, 1948, 
to assist in defraying the United States costs of materials and equip- 
ment for an ammonium sulfate plant to be erected near Mexico City. 
It was anticipated that annual production would be substantial and 
the estimated cost of production would be well below the cost of 
imported nitrogenous fertilizers. 

A credit of $12,500,000 was established on December 15, 1950, to 
assist in the construction of the Falcon Dam, the first and furthest 
downstream of the international storage dams to be constructed on 
the Rio Grande under the Water Treaty of February 3, 1944. It 
was designed by the United States Bureau of Reclamation and pro- 
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vided for water conservation, flood protection, and power generation. 
The division of costs between the two countries was provided in the 
treaty and Mexico requested the credit to assist in financing its portion 
thereof. One of the provisions of the dam was for 828,000 acre-feet of 
water for irrigation of land near Matamoros, a cotton-producing area. 
A credit of $1 million was established on December 15, 1950, to assist 
in the construction of the Anzalduas Diversion Dam, a joint effort 
provided under the treaty. With the water made available through 
this source, Mexico planned to irrigate 194,000 additional hectares 
of land near Matamoros. Although the land was already in use for 
dry-land farming, it was anticipated that annual production under 
irrigation would amount to 188,000 tons of cotton and 10,000 tons of 
corn. 

A $17,500,000 credit was established on December 15, 1950, to assist 
in the construction of the Alvaro Obregon Dam on the Yaqui River 
in southeast Sonora to provide additional volume of water for irri- 
gation. As a result, 103,000 hectares of additional land were to be 
brought under cultivation and a dependable water supply would be 
provided for 117,000 hectares of land already in use. 

On September 1, 1955, a small credit of $12,319.34 was established 
to assist the New Holland Machine Co. of New Holland, Pa., in its 
sale of grassland farm machinery to its distributor in Mexico City. 

Eversman Manufacturing Co., of Denver, Colo., received an exporter 
credit of $12,729.34 on September 22, 1955, to assist the sale of agri- 
cultural equipment to its distributor in Mexico. This company also 
received another credit of $10,000 on January 12, 1956, for export of 
agriculture equipment. 

J. I. Case Co. received an exporter credit of $93,916 on October 6, 
1955, to assist in the sale of agricultural and industrial tractors to 
its Mexican distributor. 

A credit was issued to Caterpillar Tractor Co. in the amount of 
$275,000 on March 9, 1956, to assist in the sale of its product to a 
distributor in Sonora, Mexico. 

In addition to the credits mentioned in this section, there were 
several large credits issued to assist in financing United States ex- 
ports of materials, equipment, and services in the repair and expan- 
sion of railroad lines, power facilities, and other economic develop- 
ment projects in the agricultural sectors of Mexico. Although these 
credits were originally approved for other than agricultural purposes, 
they serve agricultural needs to a large extent. 

Nicaragua.—A credit of $300,000 was established on September 29, 
1955, to assist the Oliver Corporation of Chicago in financing the sale 
of 102 tractors and attachments to its distributor in Nicaragua. 

Panama.—A. $30,000 credit was established April 26, 1955, to assist 
Massey-Harris-Ferguson, Inc., in sales of agricultural tractors to its 
distributor in Panama. 

Peru.—A._ $66,000 credit was established on June 28, 1956, to assist 
in financing the dollar costs of equipment of a superphosphate ferti- 
lizer plant to be constructed in Peru. 

Minneapolis-Moline Co. received a credit of $77,591.80 on April 5, 
1955, to help finance the sale of agricultural machinery to its dis- 
tributor in Lima. 
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‘Uruguay —Minneapolis-Moline Co. received a $110,000 credit on 
November 10, 1955, to assist in the sale of industrial and agricultural 
tractors and implements to its distributor in Montevideo. 

Yona oA $4,125,000 credit was established on September 15, 
1955, to assist the Republic of Venezuela in the construction of the 
Guarico River Dam which will be approximately 9 miles long and 
vary in height from 3 to 100 feet. The irrigated lands will be used 
chiefly for grazin 

Massey- Martie Arérwuson, Tnc., received a $75,000 credit on August 
11, 1955, to assist in selling and exporting agricultural and industrial 
tractors and equipment to their distributor in Venezuela. 

Fairbanks-Morse & Co. obtained a $100,000 credit on December 13, 
1955, to assist in the sale of agricultural equipment to their Venezuela 
distributor, 

Afghanistan—The Royal Government of Afghanistan received a 
credit of $21 million on November 93, 1949, for the completion of the 
Boghra irrigation canal system in the Helmand River Valley and to 
meet the cost of United States equipment, materials, and technical 
services in the construction of two large dams, the Kajakai Dam on 
the Helmand River and the Arghandab Dam on the river of that 
name. The Boghra Canal was to carry water to large areas of land 
which could be made cultivatable by means of irrigs ation. The two 
dams were to provide water storage for irrigation and generation of 
hydroelectric power. 

A second credit of $18,500,000 was established on April 29, 1954, to 
assist in providing irrigation facilities on about 400,000 acres of land. 
When completed, these large-scale development activities are expected 
to result in a material increase in the principal crops of wheat, cotton, 
fruits and nuts, garden crops, and grasses in the Helmand and the 
Arghandab Valleys. 

[srael.—In January 1949 the bank authorized a credit of $100 mil- 
lion to Israel to aid her development program. <A further $35 million 
was authorized on December 12, 1950, making a total of $135 million. 
Seventy million dollars of these credits is to be used to finance United 
States machinery and materials for irrigation work, the rehabilitation 
of farms and citrus groves, and the establishment of diversified farms. 
The balance of the credits are to be used for housing, transportation, 
development of ports and industry. 

Turkey.—A_ $4,235,000 credit was established on November 4, 1954, 
to assist the Turkish Government in purchasing equipment for the 
storage and handling of grain. 

EF gypt. —A credit of Foe. 000 was established on July 16, 1947, to 
help construct a plant to produce fertilizers which have been in con- 
stant demand by Egyptian farmers, especially by cottongrowers and 
producers of cereals and fruits. 

French Morocco.—Minneapolis-Moline Co. obtained a credit of $40,- 
000 on September 29, 1955, to aid in the sale of tractors, harvesters, and 
agricultural implements to its distributor in French Morocco. 

New Zealand,—The Oliver Corporation of Chicago obtained an ex- 
port credit in the amount of $120,000 in September 1950 for the sale of 
agricultural and industrial equipment to its New Zealand distributor. 
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VII. Crepirs EsraBuisHEeD BY THE INTERNATIONAL BANK FOR RECON- 
STRUCTION AND DEVELOPMENT RELATING TO AGRICULTURAL DEVELOP- 
MENT IN ForEIGN COUNTRIES 


The International Bank for Reconstruction and Development, or 
World Bank, is an organization of 58 member countries. It was 
established at the Conference of Bretton Woods in 1944 and started 
operations in 1946. On June 30, 1956, the United States had subseribed 
to $3,175 million, or 35.08 percent of the total capital stock of $9,050,- 
500,000, and we held 30.47 percent of the total voting power. In view 
of the United States investment in this banking institution the staff 
included a review of IBRD’s operation in the agricultural develop- 
ment field. From the inception of the bank through June 30, 1956, 
IBRD made 150 loans in 42 countries totaling $2,667 million. 

Loans from the bank have helped finance ‘the importation of equip- 
ment and machinery needed to improve production or services in the 
fields of general reconstruction and development, electric power facili- 
ties, transportation, agric ‘ulture, and industry. Investment in agri- 
cultural dev elopment projects requires generally a very high propor- 
tion of domestic labor and materials and only a small proportion of 
imported capital goods. The bank usually lends only for imported 
goods or services. Since, in the agricultural field, only a small pro- 
portion of the raw materials is imported it is necessary to consider that 
the extent of agricultural development of an area has been many times 
greater than is reflected in the World Bank loans for this purpose. 
The larger part of the capital resources must come from domestic 
resources—private, institutional, and public. 

The World Bank has made many development loans for hydro- 
electric dams, railroads, highway, fertilizer plants, etc., which are not 
initially classified as agric ultural development projects. The dams, in 
addition to furnishing electric power, open new lands for cultivation. 
The railroads and highways frequently traverse new areas of rich 
agricultural soil and provide the farmer with transportation to mar- 
kets, and the fertilizer and chemical plants increase crop production 
and protection. These are only some of the benefits to be derived from 
the economic projects financed in part by the IBRD which were 
authorized for some purpose defined as other than agriculture. 

The IBRD not only makes loans to member countries, but it sends 
technical missions to member countries to assist these countries in 
surveying the resources of their countries and in drawing up programs 
of development. The technical missions have contributed to the intro- 
duction of better practices and methods, a service which may be even 
more important than the direct impact of a loan. 

Set forth on the following page is an analysis of all of the loans made 
by IBRD from the beginning through June 30, 1956, classified as to 
purpose and the geographic al area which was benefited. 
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World Bank loans classified by purpose and area from the beginning through 
June 30, 1956 
{Expressed in millions of United States dollars, net of cancellations and refundings] 


| 


Areas 
Purpose l 
} | Western 
|} Total | Africa Asia Australia} Europe Hemi- 
} sphere 
Eloetric power cca $789 $178 $136 | $33 $130 | $312 
Transportation. _........- b duhinnd de 656 | 125 | 128 97 59 | 247 
Communications_ -_-_- . 4 26 2 24 
Agriculture: | | | 
Farm mechanization 99 75 | 2 22 
Irrigation and flood control. _- | 88 | 31 6 | 31 | 2 
Land clearance and improvement _____| 20 |-.. | 10 6 2 2 
Crop processing and storage 6 4 2 
Livestock... esol l l 
Total agriculture __.- ; 214 | 41 87 39 | 47 
Forestry 14 2 12 | 
Industry | | 
Tron and stee] 145 114 10 21 | 
Pulp and paper 63 . 1 3y 20 
Fertilizer and other chemicals 21 I 20 | 
Other industries _ - $s 6 18 22 | 2 
Mining. 23 ‘ il 12 
Development banks | 31 2 10 | 18 I 
otal industry 331 2 134 40) 132 23 
General development 140 10 100 
Potal development loans 2, 170 347 | 439 | 259 472 653 
Reconstruction loans 497 | 407 
rotal loans 2, 667 347 439 259 969 653 


Total disbursements since the IBRD began operations totaled 
$1,963.7 million as of June 30, 1956. In the 10-year period of opera- 
tion 61.7 percent of its disbursements have been for goods bought in 
the United States. An estimate by IRBD of what proportion of the 
disbursements was spent in each country follows: 


{Millions of dollars] 


Amount | Percent 


| 
United States $1, 097.3 | 61.7 
Canada . 102. 5 5.8 
United Kingdom 201. 6 | 11.3 
Germany 94.8 5.3 
France 19.3 | 2.8 
Belgium 63.7 | 3.6 
Switzerland - -. 37.5 | 2.1 
Sweden ; 15.1 | y 
Other member countries eee 116.1 | 6.5 
| 
Total nipind 1, 777.9 | 100. 0 
Other disbursements he sivaal 185.8 
Total tellnintl henitthinainamiainen abppatpalients ee Se 1, 963. 7 


! Disbursements on loans in which the funds are used fcr local expenditures or for broad development pro- 
grams in which the items imported with bank funds are not specified 
A review was made by this staff of all of the loans made by IBRD. 
The following loans have the effect of aiding the agricultural develop- 
ment of certain nations. The foreign countries benefiting from such 
loans and a brief description of the agricultural activity is set forth. 
Australia.—The IBRD has made four loans to Australia, totaling 
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$258.5 million to assist that country in purchasing equipment for its 
development program. Approximately one-third of the proceeds of 
the loans have been used to purchase new agricultural equipment to 
increase productivity on land already farmed and to open new areas 
to cultivation. During 1953 and 1954 imports of North America 
origin included nearly 7,000 tractors and about 2,000 machines for 
forage conservation, 

Chile—On March 25, 1948, IBRD made a loan of $2.5 million to 
the Fomento org anization for the purchase of agricultural machinery. 

Colombia.—Two loans in the amounts of $5 “million each made on 
August 19, 1949, and December 29, 1954, to Caja de Credito Agrario 
Industrial y Minero were made to assist agricultural production. 
The loans were made for imports of agricultur ral mi wchinery to be sold 
to farmers on credit. A 1955 report of IBRD stated that included 
among the various types of machinery imports were about 3,000 
tractors. It was also reported that the Colombian Valley’s culti- 

vated area is being extended by 300,000 acres a year and, w ith higher 
yields per acre, larger quantities of all the principal crops are being 
produced. 

Ethiopia.—A loan was made to Ethiopia on September 13, 1950, in 
the amount of $2 million for the purpose of providing foreign exchange 
to the Ethiopian Development Bank. These funds were invested both 
in agriculture and in industrial plants, mostly for the processing of 
agric cultural products. 

“Tceland.—Two loans totaling $2.355 million have been made to 
Iceland for agricultural development. The agricultural program 
aimed to increase farm production by 50 percent by 1965. IBRD 
reported that there was a 15 percent increase in the number of sheep 
from 1952 to 1953; more than 7,000 acres of new grassland were cleared 
and seeded ; and sheds were built to house 1,200 cattle and 11,800 sheep. 

India.—<A loan, on September 29, 1949, in the amount. of $10 million 
| was made to India for the importation of farm machinery for land 

reclamation. A total of 114 million acres of land has been deep 
| plowed to rid the land of kans grass weed. Studies indicated that 
| the yield of wheat, the main crop planted, has been about 70 percent 
| 
i 
i 
| 


higher since the weed has been cleared. The additional production 
of food grain from the cleared land after completion of the project 
is expected to total about 260,000 tons annually. 

Iraqg—On June 15, 1950, IBRD made a loan of $12.8 million to 
Iraq for the construction of th Wadi Thartha flood-control project 
on the Tigris River. Although this project was limited to flood con- 
trol, the dam was so constructed to permit, at a later stage, the storage 
water for ir rigation. 

[taly.—Two loans were made in the sums of $10 million each in 1952 
and 1954 to Cassa per il Mezzogiorno for the development of southern 
Italy and the islands of Sicily and Sardinia. The program called =i] 
a 12-year program contemplating expenditures of $160 million a yea 
Three-quarters of the expenditures will be for the development of 
| agriculture through land reclamation, irrigation, flood control, and 

soil conservation. About 8 million acres of land will be reclaimed. 
Of this, about 900,000 acres or 10 times as many as before, will be 
irrigated ; the rest will be drained, leveled and cleared. 

A third loan of $70 million was made on June 1, 1955, of which $20 
million will meet part of the cost of an irrigation project to supply 
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water to 75,000 acres of the Catania Plain in eastern Sicily. The value 
of farm output in the area is expected to rise fourfold. 

Mewxico—IBRD has not made any loans to Mexico for the direct 
purpose of aiding agriculture development. Loans for other pur- 
poses have had an indirect effect and materially aided agricultural 
growth. Four loans since 1949 totaling $89.8 million have been made 
for the purpose of constructing hydroelectric dams. In addition, : 
loan was made on October 18, 1950, in the amount of $10 million to 
be available to local banks for the purpose of granting loans for finan- 
cial assistance to small enterprises. Only $528,000 of this loan has 
been disbursed. The most recent loan, and one which will have an 
important indirect effect on agricultural development in Mexico, is a 
loan of $61 million on August 24, 1954, to Ferrocarril del Pacifico 
for the purpose of rehabilitating the Pacific Railroad. The railroad 
runs from Guadalajara to Nogales on the United States-Mexican 
border, and serves Mexico’s most rapidly growing agricultural area. 
The line crosses 600 miles of flat fertile coastal lands containing about 
8.5 million acres suitable for agricultural crops. The principal crops 
include wheat and cotton. A IBRD report for fiscal 1954-55 stated 
that approximately 1.75 million, of the 8.5 million acres, is now irri- 
gated and this figure is expected to be raised to 4.5 million acres in the 
next 10 years. The report further stated that gains in wheat and 
cotton production in the area have had a beneficial effect on Mexico’s 
balance of payments, and imports of wheat have been nearly elimi- 
nated, while cotton has become Mexico’s chief export crop. 

Nicaragua.—On June 7, 1951, a loan of $1.2 million was made to 
the Banco Nacional de Nicaragua to provide the foreign exchange 
required for the purchase and importation of agricultural machinery 
and spare parts. On October 29, 1951, a loan of $550,000 was made 
for the construction of grain storage facilities at Managua, the largest 
center of grain consumption. The capacity of the facilities is 6,000 
tons. The latest loan, in the amount of $1.5 million, for agricultural 
purposes was made on August 26, 1955. This loan was made to Insti- 
tuto de Fomento Nacional to provide the foreign exchange required 
for the purchase of machinery, equipment and materials to be used 
for land clearance, soil erosion control, pasture improvement and milk 
processing, and the importation of cattle for breeding purposes. 

Pakistan.—A. loan of $3.25 million was made on June 13, 1952, for 
the purchase of agricultural machinery to aid in the reclamation of 
180,000 acres of wasteland in the Punjab Province of West Pakistan. 
This land has been settled and planted to crops, principally wheat 
and sugarcane. It has been estimated that the full 660,000 acres to be 
reclaimed by 1958 will produce wheat, cotton, sugar, and other crops 
worth the equivalent of $24 million a year. 

Panama.—Two loans were made on September 25, 1953, in the sums 
of $1.2 million and $290,000. The $1.2 million loan was made to 
purchase tractors and other equipment for use in agricultural ma- 
chinery pools. The pools have been established at four key points and 
are being used for land clearance as well as for cultivation and har- 
vesting. The second loan of $290,000 was made to finance a 4,000-ton 
apacity plant at Panama City for drying and storing corn and beans. 

Paraguay.—On December 7, 1951, a loan of $5 million was made 
for agricultural machinery and supplies and roadbuilding equipment. 
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Peru,--Two loans have been made to Peru totaling $3 million, the 
first in the sum of $1.3 million on July 8, 1952, and the second in the 
sum of $1.7 million on April 12, 1954. These loans were used to 
import equipment for the agricultural machinery pools of Servicio 
Cooperativo Interamericano de Produccion de Alimentos, SCIPA, 
an agency of the Ministry of Agriculture. The equipment in the 
machinery pools is used for plowing and harvesting, for land reclama- 
tion and opening new areas. A loan of $5 million was made on No- 
vember 12, 1954, to Banco Agropecuario for the purpose of extending 
credit to Peruvian farmers, and to import tractors and other supplies. 
On April 5, 1955, a loan of $18 million was made to assist in financing 
an irrigation project to bring irrigation water to 125,000 acres of un- 
cultivated land in northwestern Peru. 

Thailand. —An $18 million loan was made to Thailand on October 
27, 1950, for an irrigation project in the central plain. This loan 
helped finance the cost of importing equipment and materials for a 
project to provide an assured water supply to a rice producing area of 
2Y, million acres. The execution of this project, which is scheduled 
for 8 years, is being carried out by the Irrigation Department of 
the Ministry of Agriculture. Rice production in the area served by 
the irrigation project is expected to increase sufficiently to provide an 
exportable rice surplus of nearly half a million tons even after allow- 
ance is made for increased local consumption requirements. 

Turkey.—On July 7, 1950, a loan of $3.9 million was made for grain 
storage facilities. ‘This loan was used to purchase new steel storage 
sheds, silos, and 2,000 tarpaulins to protect gain from the weather. 

IBRD reported in its 11th annual report for the fiscal year 1955-56 
that the total of $228 million, lent directly for agriculture and forestry 
since the bank started operations, does not adequately measure the 
extent to which bank financing has stimulated farm output. The bank 
has financed transportation projects which have in many instances 
given an important stimulus to the movement of agricultural prod- 
ucts. Several of its loans for power have also given considerable 
help to agriculture by encouraging the expansion of processing indus- 
tries and have quickened the tempo of development in rural areas. 

IBRD reported that nearly half of the total amount of money lent 
by the bank directly for agriculture has been for projects in irriga- 
tion, flood control, and land clearance. ‘The remainder, amounting to 
about $120 million and including a number of comparatively small 
loans, has been to improve storage and to finance imports of equip- 
ment and livestock needed to make possible more efficient and more 
intensive farming methods. IBRD contends that progress in agri- 
culture often hinges less upon large investments of capital than upon 
changes in methods used and crops sown and in the balance between 
livestock and cultivation. Also, of basic importance are the ade- 
quacy of farm credit agencies and the solution of problems of organi- 
zation and technique as they affect extension services and marketing 
arrangements. Improvements depend more on the adoption of suit- 
able price and other Government policies, or on other kinds of local 
initiative, than on external assistance. Recent experience has shown 
that areas where there has been much investment directly in agricul- 
ture are not always those where output has grown most rapidly. 
Striking increases have been achieved with the help of better basic 
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services, more favorable Government policies, or progress in organi- 
zation and methods. 


VILL. InrernationaL Finance Corporation 


The first meeting of the Board of Directors of the International 
Finance Corporation was held on July 24, 1956. The IFC is an affili- 
ate of the International Bank for Reconstruction and Development 
with the purpose of encouraging the growth of productive private 
enterprise, particularly in the less developed areas of the world. Mr. 
Eugene R. Black, President of the World Bank, is Chairman of the 
Board of Directors of the Corporation. The Seen started its 
operations with 31 member countries and capital subscriptions amount- 
ing to $78,366,000; the subscription of the United States is $35,168,000 
or about 45 percent. The next 2 largest subscribers of capital stock 
are the United Kingdom and France with $14,400,000 and $5,815,000, 
respectively. Membership.in the Corporation is open to countries 
which are members of the World Bank, and members are represented 
on the Board of Directors of the Corporation by the same directors 
who represent them in the bank. At present there are 12 directors of 
the Corporation. 

The Corporation will invest in productive private undertakings, 
in association with private investors, in cases where sufficient private 
capital is not available on reasonable terms. In general, IFC will 
aim to stimulate and help create conditions which will stimulate the 
flow of domestic and international private investment into productive 
private enterprises. Investments will be made by the Corporation 
without Government guaranty. The Corporation is not itself author- 
ized to invest in capital stock, but apart from this one restriction, 
it can make its investments in any form it considers appropriate. 

The Corporation has authority to invest in any kind of productive 
private enterprises including agriculture, financial and commercial 
undertakings, but its main emphasis is likely to be on industry. IFC 
investments will supplement, and not take the place of, private capital. 
The Corporation will seek to revolve its funds by selling its invest- 
ments to private investors whenever it can appropriately do so on 
satisfactory terms. It will be authorized to raise additional funds 
by selling its own obligations in the market, but it is not likely to do 
so in the early years of its operations. 


IX. Assistance By Private Founpations ro ForrigN AGRICULTURAL 
DEVELOPMENT 


There are several privately established nonprofit organizations 
endowed by private citizens of the United States which contribute to 
agricultural development in various parts of the world. Among 
them are— 

(a) The Near East Foundation which carries out projects in 
rural extension, education, adult illiteracy, teacher training, vil- 
lage schools, and sanitation. 

(6) The Rockefeller Foundation which is primarily interested 
in natural sciences and agriculture. It supports research in such 
fields as biochemistry and genetics through grants to universities 
for the purchase of equipment. In Latin America its activities 














309 


are extended to research centers and facilities and agricultural 
extension programs. 

(c) The Ford Foundation which has a program for the ex- 
change of farm youth between the United States and foreign 
countries. It also supports projects in public administration, 
education, rural development, and social and economic research. 
In Mexico, the Ford Foundation has developed hybrid corn for 
high- altitude and tropical regions as well as rust-resistant vari- 
eties of wheat. Other agricultural activities in Latin America 
include projects in corn, wheat, and beans in Colombia and wheat 
in Chile. 

(d) The International Basic Economy Corporation whic h ear- 
ries out agricultural research in various parts of the world, but 
principally i in tropical and subtropical regions. Its Research In- 
stitute conducts fundamental agronomic : and horticultural studies 
and develops practical methods and equipment. Present pro- 
grams relate to coffee, pasture improvement, range management, 
the use of agricultural chemicals, corn, and rice, among other 
agricultural problems. 


X. Tur Cotompo PLAN 


In January 1950, the British Commonwealth Foreign Ministers met 
at Colombo, Ceylon, to exchange views on world problems and par- 
ticularly on the needs of the countries of south and southeast Asia. 
At this meeting emerged the idea of the Colombo plan. A Consulta- 
tive Committee was set up to provide a framework within which an 
international cooperative effort could be promoted to assist the coun- 
tries of the area to raise their living ee The original mem- 
bers were: Australia, Canada, Ceylon, India, New Zealand, Pakistan, 
and the United Kingdom together with Malaya and British Borneo. 
Later Cambodia, Laos, Vietnam, Burma, Nepal, Thailand, Philip- 
pines, and Japan became members. At a meeting in Colombo in F ‘eh. 
ruary 1951, the United States attended as a full member. 

Aé the first meeting of the Consultative Committee, held in Sidney 
in May 1950, it was agreed that the Commonwealth countries in the 
area should draw up dev elopment programs covering a 6-year period 
from July 1, 1951, In October 1955, at a meeting in Singapore, it 
was agreed that the Colombo plan be extended from July 1957 to 
June 1961. 

A major goal of development efforts is the expansion of agricul- 
tural resources, both through the extension of land under cultivation 
and irrigation and the raising of yields. The Fourth Annual Report 
of the Consultative Committee states that progress in technical as- 
sistance has matched the progress in economic development. in that 
area. Recipient member countries of the Colombo plan receive tech- 
nical assistance not only through the Colombo plan technical assist- 
ance scheme itself, but also through programs arranged in conjunc- 
tion with the United States ICA missions in the various countries 
and through the specialized agencies of the United Nations. The 
United States makes no direct monetary contributions to the Colom- 
bo plan. 

From June 1951 to June 1955, 7,159 places for training abroad 
| under the various technical assistance schemes were found for men 
| 
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and women from the area and 3,715 experts have served the countries 
of the area. In addition, substantial quantities of equipment have 
been provided, Another element in these programs is the use of in- 
teruniversity contracts, usually for a 3-year period, involving the 
interchange of staff between the educational institutions in the United 
States and in the host countries, and also providing training facilities 
in United States universities for candidates nominated by these 
institutions, 

On August 31, 1955, there were in operation 23 such contracts in 
8 member countries of the Colombo plan covering such fields of ac- 
tivity as agriculture, education, engineering, and public and business 
administration. 


XI. OrGANIZATION oF AMERICAN STATES 


The Organization of American States, like the United Nations and 
the Government of the United States, affords technical assistance for 
its 21 member countries. A resolution. of the Inter-American Eco- 
nomic and Social Council of the OAS, approved on April 10, 1950, 
stated that “the purpose of the program of technical cooperation is 
that through it, member states may cooperate in the development of 
their economies in order to improve the standard of living and to 
promote the social welfare of their peoples in the broadest spirit of 
common benefit.” The program of technical cooperation is organized 
in a manner very similar to the structure of the expanded technical 
assistance program of the United Nations. The agencies partici- 
pating in the program are: 


oe International Institute for the Protection of Child- 
08) 

Inter-American Indian Institute 

Inter-American Institute of Agricultural Sciences 
Inter-American Statistical Institute 

Pan American Institute of Geography and History 

Pan American Sanitary Bureau 

Pan American Union (General Secretariat of the OAS) 


The program of technical cooperation of the OAS is financed 
through annual voluntary contributions of the member states which 
may be deposited in their national currencies or services. The 
Government of the United States made available annually, during 
the years 1951-54, amounts up to $1 million, on the condition that the 
United States contribution should not form more than 70 percent of 
the total amount contributed for support of the program. In the 
years 1955-56, the United States Congress annually made available 
amounts up to $1,500,000 under the same conditions. 

The following table shows the total pledges, the United States con- 
tribution, and the percentages of the United States contribution for 
fiscal years 1951-56. The United States contribution is that portion 
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of the appropriation which was actually obligated by the pledges of 
the other American nations: 


United States} Percent of 
Year Total pledges| contribution |United States 
contribution 





$1, 264, 050 $882, 143 70 
1, 196, 894 839, 578 70 
1, 250, 659 840, 963 67 
1, 283, 228 852, 335 66 
1, 623, 803 1, 135, 768 70 
1, 714, 907 1, 200, 000 70 


In the field of agriculture, the Economic Commission for Latin 
America has stated that at present the development programs are 
directed toward the intensification of production on already cultivated 
areas. Of the three official programs of technical assistance operating 
in the Latin American area, i. e., the program of technical cooperation 
of the Government of the United States, the expanded technical-assist- 
ance program of the United States Nations, and the program of tech- 
nical cooperation of the Organization of American States, over one- 
third of the funds is dedicated to the field of agriculture. 

The American Institute of Agricultural Sciences of the OAS con- 
ducts, among others, two programs in the field of agriculture which 
have made a significant contribution to the area; they are the technica] 
education for the improvement of agriculture and rural life and the 
Pan American Aftosa Center. 

Technical education for the improvement of agriculture and rural 
life has a budget of $475,000 for 1956. To facilitate the operation of 
this project, the Americas have been divided into three zones, each 
with a center comprising an administration headquarters and an area 
for demonstration purposes. ‘These are the northern zone, located in 
Habana, Cuba; the Andean zone, located in Lima, Peru; and the 
southern zone with headquarters in Montevideo, Uruguay. The proj- 
ect as a whole is administered by a central service unit located in San 
Jose, Costa Rica. Courses have been given in such subjects as proc- 
essing and preservation of food, forestry, agricultural extension, voca- 
tional agriculture, home economics, modern methods of handling 
cattle, pasturage, irrigation and water drainage, fundamentals of 
rural sociology, agricultural extension information methods, nutrition 
and home economics in extension work, grain storage and drying, 
fundamentals of rural administration, agricultural economics, horti- 
culture, nutrition, agricultural engineering, production and improve- 
inent of potatoes, and home demonstration. 

The Pan American Aftosa Center at Rio de Janiero, Brazil, is oper- 
ated by the Inter-American Institute of Agricultural Sciences to- 
gether with the Pan American Sanitary Bureau. The budget for this 
project for 1956 is $274,276. The Pan American Aftosa Center car- 
ries out its program of prevention and control of foot and mouth dis- 
ease on the continent by offering advanced international training 
courses for technicians and officials of the Governments in the most 
modern methods of controlling and preventing the disease. Rapid 
diagnostic services are offered at the request of interested agencies and 
governments, and large and intense program of basic research is 
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directed toward improving the methodology of diagnosis and the prep- 
aration of an effective vaccine which would be economical and easi y 
distributed. The center also prepares and distributes informative 
technical material on means of preventing and controlling the disease. 


XII. Foop anp AGRICULTURE ORGANIZATION OF THE Untrep Nations 
AND RELATED AGENCIES 


The Food and Agriculture Organization is a technical and scientific 
organization which came into existence at the Quebec Conference in 
October 1945. It is presently made up of 72 nations and is officially 
connected with the United Nations only through an agreement. Its 
fields of activity include— 

(1) Conservation, development, and utilization of land and 
water resources for the production of crops and livestock. 

(2). Production, preparation for market, and processing of 
crops. 

(3) Production of livestock, preparation for market, and proc- 
essing of livestock products. 

(4) The overall improvement of living conditions in rural 
districts. 

(5) Organization of Government institutions and services in 
agriculture. 

(6) Review of the agricultural situation by regions, and exami- 
nation, in cooperation ‘with other interested divi isions, of agricul- 
tural policies. 

The methods which FAO uses to assist its member governments in 
improving their agriculture are designed to meet the objectives 
described above, and are the following: 

(1) The holding of technical meetings, usually on a regional 
but sometimes on a worldwide basis, in which delegates from countries 
exchange information and ideas, and arrange for coordinated action 
on pr oblems of common concern. 

(2) The sending of survey missions to study the needs of countries 
which may request. such assistance, and to propose programs for agri- 
ae development. 

3) The sending of individual experts or groups of experts to coun- 
Ses for periods of varying lengths, to advise and assist the govern- 
ments in planning and carrying forward technical projects. 

(4) Providing limited amounts of technical supplies, equipment, 
and literateure to enable experts serving in countries to carry forward 
their advisory activities in an effective manner, particularly by sup- 
plying speci ialized items which are not readily available in the coun- 
tries concerned. 

(5) Holding training centers either for the benefit of single coun- 
tries, or for groups of countries having common interests, in order 
to impart knowledge of specific techniques to trainees who will use 
it in carrying forward specific agricultural development. projects. 

(6) Pr oviding fellowships for study outside the fellows’ home coun- 
tries, as a means of providing technicians and technical leaders with 
training which is needed to carry forward projects on which advisory 
assistance has been, or is being, given by experts. 

(7) Preparing and publishing documents containing summaries 
of new technical findings and other materials for the guidance of 
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member countries, particularly in planning and implementing proj- 
ects for economic development. 

(8) Maintaining contracts with the agricultural leaders in member 
countries through visits by staff members, and through correspond- 
ence, to obtain information on their problems and to supply informa- 
tion and advice where requested. 

(9) Organizing permanent technical bodies, as arms of FAO, to 
provide continuing mechanisms for consultation among countries 
which have common problems and for implementation of cooperative 
action programs to which these countries may agree. 

(10) Assisting governments in the preparation and formalizing 
of conventions which may be required to lay the basis for common 
action as, for example, in the control of plant pests and diseases. 

In the following tabulation, FAO is compared with the other spe- 
cialized agencies ‘of the U nited Nations, together with the United 
States contributions made to them. 


Calendar year 1956 regular programs of specialized agencies 








Total assess- United United 

ment States con- States 

tribution percent 
UNESCO ba dadapon Sibtatetewtes es cdcAdln diva siockies boule $9, 491, 420 $2, 847, 426 30.0 
WR. cnrgs b tannin <dceetnss = Scere biteach a en ee 10, 049, 350 8, 349, 790 | 33. 33 
WG cos thaplluhdaaphntsdaditkgahbtan Hijgdbtinenddi haces ain 5, 890, 000 1, 650, 435 28.0 
ILO. desth- Gli diddiblde £5i 065 Si dbl secthh. Abrkeh da thee 6, 990, 913 1, 747, 729 25.0 
ICAO. Sait hota dhs tte in dk is oll tac seats ten Silt a: in Gp iniiainteaetaaal 2, 530, 260 24, 539 32. 6 
ITU! bdinki dg nde shan Send bEaS wstetlo cde tdewunh kuat duane’ ba cadet 1, 520, 000 136, 200 | 8. 96 
W MO1.. punewes at enescEeKdatanths cos agenmbemeiet Cine 295, 892 36, 253 | 12.2 
WE awe lcbkeskbiccttcdaadies Rc abeeha suntan ebuansatered 408, 543 17, 820 4.36 

WE aie etek ese. Spee Te 37, 176, 378 10, 610, 192 |..... 


1 1955—United States fiscal year. 
It should be mentioned that in 1956 the United States Congress 
placed ceilings of 31.5 percent and $3 million on the United States con- 
tribution to ‘FAO. The total assessments for FAO and the United 
States contributions for 1956 and 1957 are: 


United States 


Total as rt oa 
assessment 
Percent Contribu- 
tions 
1956 wiudhdhdecetchedinesnhnsheensneesabibakbaaedmal $6, 460, 000 31.5 $2, 034, 900 
1957 


wobbiseltaceiit MES Gt. gil. 230. fis Gil 6, 800, 000 31.5 2, 142, 000 


The expanded technical assistance program (ETAP) was initiated 
in August-September 1950. Its fields of activity include land and 
water use, plant production, animal production, agricultural institu- 
tions and services, and rural welfare. Although the program is based 
primarily on the sending of experts to assist governments in various 
problems, it is supplemented in several ways including the provision 
of limited amounts of equipment and supplies, the granting of fellow- 
ships and the organization of training centers and seminars. 

The expanded technical assistance program is controlled by the 
United Nations through its Technical Assistance Board and the Eco- 
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nomic and Social Council, although through agreement its program 
is carried out through specialized agencies. The following table gives 
the total contributions to the ETAP for recent years and the United 
States contributions to it. 


Expanded U. N. technical assistance program 


United States 





Total con- 4 cnteietadiai, 

tributions 
Percent Contribution 
aso bcb bbb tse dunddddddpoks hodbsbdbbabsadtbondssuwccccucdsss $18, 800, 000 60.0 $11, 40), 000 
SR iiithlll diaieneadnerinn atehgnintthccayy h teinttiddenaglbothnttininngthsticctnd 22, 400, 000 57.0 12, 80U, 000 
ihntlhieeesaieeimialdihatiginidhaneesqaenencunehdinedhe eat 25, 300, 000 55.0 13, 900,000 
acca diesdledid dct dss dbiadstebdedickitddnaabaidabsddliae 27, 661, 350 54. 2 15, 0U0, 000 
ss ieiteeetinlillentachn steerer a pittuniaennceyetiehttheoai 29, 000, 000 50.0 14, 500, 000 
Fee Pec chidbivddetthbicddcuellsdpctdddadbstovs cschecustcnebstés 30, 295, 053 50.0 15, 506, 000 


1 Pledges. United States pledge provides that its contribution will not exceed 50 percent of the Ist $14 
million and that the remaining $1.5 million will be reduced to somewhat lower percentage which will be 
announced later in 1957, 

In 1955, FAO received $8,065,164 for its part in carrying out the 
ETAP. In 1956, the amount FAO received was $8,535,100. It is 
interesting to note that the money available to FAO from ETAP is 
materially larger than the regular program of FAO. In 1956, the total 
regular program of FOA was $6.46 million; the ETAP portion of the 
FAO program was $8.5351 million, or about 32 percent greater. In 
1957, the regular program of FAO is $6.8 million and the FAO esti- 
mated share of the ETAP fund is $8.6 million, or about 26 percent 
greater than the regular FAO program. 

The United States is appropriating money to three separate funds 
used by the international organizations for work in the field of food 
and agriculture and apparently is contributing approximately 45 per- 
cent of the money. 

(1) To FAO, where the entire program is food and agriculture, the 

United States pays 3114 percent of the budget, which in 1956 

Se en I NE pte tla anita tem ebew tenn asaya noe $2, 034, 900 
(2) To the U. N. technical assistance program (ETAP), where the 

portion of the fund to be used for food and agriculture in 1956 

is estimated at $8.5351 million, the United States pays 50 per- 

Th a ice dick beech tinea dig alle kita «eck cdibbhsa Miele ditien dicisininntn _ $4, 267, 550 
(3) To UNICEF, where the portion of the fund to be used for food 

and agriculture in 1956 is estimated at $3,060,000, the United 

Le ES SS a _. $1, 836, 000 


In addition to the above, some part of the money appropriated to 
the United Nations Organization for its regular program is spent 
on agricultural activities which are carried on by United Nations 
regional economic commissions, These are subbodies of the Economic 
and Social Council and-are located in Geneva (Economic Commission 
for Europe), Santiago (Economic Commission for Latin America), 
and Bangkok (Economic Commission for Asia and the Far East). 
On the grounds that agriculture, forestry, and fisheries are the eco- 
nomic base of the regions these bodies serve, they have initiated studies, 
issued reports, and called meetings of governments to discuss these sub- 
jects, which are all in the field of FAO. The actual amount of such 
expenditures is difficult to determine since they are not shown sepa- 
rately in the United Nations budget. However, the activities do take 
place and it should be recognized that they absorb some part of the 
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money appropriated for the regular budget of the United Nations 
Organization. 
XIII. Synrueric Freers 


A. THE GROWTH OF THE SYNTHETIC FIBER INDUSTRY AND OVERTAKING OF 
COTTON 


An important development of the post-World War II economy has 
been the rapid growth of synthetic fibers for use in the textile industry, 
Although synthetic fibers had their beginning principally in the chem- 
ical industry, at the present time there. is a diversity of industries 
which have been affected by the rise of synthetic fibers. Some of the 
companies in the United States which have an interest in their develop- 
ment are: E. I. du Pont, American Cyanamid, American Viscose, 
Celanese Corp., Eastman Kodak, Owens-Corning Fiberglas, Bigelow- 
Sanford Carpet, and B. F. Goodrich Co. 

Production and capacity statistics for the rayon and other synthetic- 
fiber industries are usually broken down into three major categories: 
(1) Rayon and acetate staple fiber, (2) rayon and acetate filament 
yarns, and (3) noncellulosic staple fibers and filament yarns. 

Rayon and acetate staple fibers are directly competitive with cotton 
in many uses and most of them are spun into yarn on the cotton- 
spinning system. They are spun into pure yarns, or are blended with 
the natural fibers such as cotton, wool, flax, or the noncellulosic staple 
fibers, to make mixed yarns of varying characteristics. Filament 
yarns, on the other hand, are the uncut “products of the spinnerette 
and can be used directly in the weaving room. The noncellulosic 

rroup consists of nylon, dacron, orlon, and the like, and are produced 
both as staple and as continuous filaments. 

Prior to about 1935 the growth of rayon and acetate was relatively 
slow. In the succeeeding ‘15 years, however, these 2 fibers showed a 
truly phenomenal growth in the United States from 262.1 million 
pounds in 1935 to 1,259.4 million pounds in 1950, or an increase of 
about 380 percent. Between 1935 and 1950 these two fibers increased 
their share of total fiber consumption from 7.4 percent to 19.8 percent. 
The table below shows production of rayon and acetate in the United 
States for selected years, together with the total as well as the 
percentage of the total output of all textiles. 





Million pounds Percent of 
oa total textile 

| j fibers 

Rayon | Acetate Total 

| 
1930 117.9 9.8 127.7 3.9 
1935 206. 3 55. 8 262. 1 > 4 
1940_. shee ain echalin pelicans 327.7 143. 5 471.2 9.8 
1946. _. ‘ - 623. 9 230.0 S53. 9 13.5 
Pres ae Pe eS ae eee 815.8 443. 6 259. 4 19.8 
Naini in Annie dared ain hcg reek neta diag ald 972.8 7 21.3 


287.9 i 260. 





It will be noted from the above that between 1946 and 1955 rayon 
(viscose) has shown a considerably more rapid growth than acetate. 
This is due in large measure to the fact that rayon has almost entirely 
replaced cotton in the production of automobile tire cord. The switch 
from cotton tire cord to rayon was hastened during the war period 
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by the discovery that synthetic rubber would ‘not dissipate the heat of 
friction as well as natural rubber. Rayon proved better able to 
retain its strength at higher temperatures than cotton. 

Prior to 1939 the tire-cord market was the largest single outlet for 
cotton. The consumption of cotton in this industry varied from two- 
thirds to three-fourths of a million bales and consumption was growing 
as automobile production expanded. It is estimated that, if cotton 
were now used in the tire-cord industry, a million bales would be 
required. By 1950 it became apparent that the cotton tire-cord market 
had been lost to rayon. 

Tire-cord fabric 


[In millions of pounds] 

















| rere 7 

Cotton a | Total 

bed Go), = Al. alti accolade 

ID Si otsnee oe bssitick tats a dinds spusscec. te ADU woe? «| 243 | a 252 
WOON iaisk deo righnpaqlbey dade nines aus o 5 sg qu dat ded dns sp cgeteedy:) | SM 100. | 05553. 413 
Ped et elk nn one aeons ta aot eae RT MEE Ce adinn al 450 
20003 4.3.0.):-5 SOLRLU Basilio t 1). 12a ie | 165 295 |__..- 460 
RE Ree a hl NB tes tich niet ln oh ica db R xt exe oti to i031 See 311 | 4 | 439 
EES SEC RR LR Eh es) OI ERATE abou set 16 416 | 50 | 482 


Over a long period of years both cotton and wool have been losing 
ground to the synthetic fibers. Prior to about 1950, the principal com- 
petition for the natural fibers came from viscose rayon and acetate, 
and to a lesser extent from nylon. Over the past 5 or 6 years, however, 
production of rayon and acetate appears to have re: ached a sort of pla- 
teau. Nylon has continued to gain and apparently has a potentially 
bigger market in tire-cord fabric. Glass fibers have shown spectacular 
growth, but their impact has been greater in the fields of building and 
insulation rather than in textiles. The newer synthetics w hich have 
mushroomed during the postwar period constitute an increasing 
threat to the natural fiber rs, as well as to the cellulosics. The long. 
term pattern of the increasing competition between natural and man- 
made fibers is set forth in the follow ing table. 


United States mill consumption 


{In millions of pounds] 


Cotton Wool | Rayon and acetate | Other synthetics 


seit aaihiianiaian tartare Denice cenanhenens — aan ——-—— 
Quantity| Percent |Quantity! Percent |Quantity| Percent | Quantity | Percent 
| of total | of total | of total | of total 





a 3, 959. 1 | 80. 6 407.9 8.3 482.1 | 9.8 4.4 0.1 
|} 4,809.1 | 74.0 737.5 11.3 875.7 | 13. 5 53.2 8 
.| 4,682.7 68.5 | 634. 8 9.3 | 1,351.6 | 19.8 140.5 2.1 
| 4,456.1 | 69. 0 493.9 7.6 | 1,223.0] 18.9 279.5 4.3 
| 4,386.4 | 65.7 427. a a | 6 6.5 
! | 


— 


, 419.0 | 21.3 413 
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Since World War II, total world production of rayon and acetate 
has had a tremendous increase. The table below shows world pro- 
duction compared to that of the United States for selected years since 
World War II: 








Million pounds United 
% $a States 
percent of 
United World world 
| States | production 
1946... iad ie cit lpia 2 es 3 ach co 853.9 1, 692.8 | 50 
1950____ Sataadh Ce Sea ‘io. . 5 ‘ 1, 259. 4 3, 492. 7 36 
We E sD be cE REC as 1, 260.7 omer 25 


The United States remains the world’s largest producer of rayon 
and acetate with a 1955 output of 1,260,700,000 pounds or 25 percent 
of the world total. Japan was the ‘second ranking producer in 1955 
with an output of 732 million pounds or 14% percent of the global 
output. However, Japan ranks as the leading world producer of 

rayon and acetate staple, with an output of 536 million pounds in 1955. 
United States production of 396 million pounds was second in this 
category. 

Other nations whose 1955 rayon and acetate production exceeded 
the 100 million pound mark, together with their percentages of world 
production, were Western Germany (487 million pounds | or 914 per- 
cent), the United Kingdom (434 million pounds or 81% percent), , Italy 
(289 million pounds or 6 percent), France (243 million pounds or 5 
percent), and Spain (102 million pounds or 2 percent). The combined 
output of these 7 largest countries in 1955 was 3,548,000,000 pounds or 
7014 percent of the world output. 

If all planned expansions are realized by the end of 1957, the world 
capacity for producing synthetic fibers will amount to 7,874,000,000 
pounds, made up of 6,881,000,000 pounds of rayon and acetate and 
993 million pounds of the noncellulosie fibers. 

It is apparent that the projected expansion of rayon staple fiber, 
which is directly competitive with cotton in the basic textile end-use 
markets, will be a continuing threat to cotton consumption. 

World production of manmade fibers more than tripled from 1946 
to 1955. From 1950 to 1955, synthetic fiber production increased over 
50 percent in Western Europe and 200 percent in Japan. Production 
of synthetics in 1955 was equal to 13 wnfftion bales of raw cotton which 
is a million bales above total world trade in cotton (425 pounds of 
synthetic fiber is considered equivalent to one 500-pound bale of raw 
cotton, gross weight, where allowance is made for spinning waste). 
Estimated world synthetic fiber production capacity is expected to 
rise to 18.5 million bales by the end of 1957. This would be 2.4 million 
bales in excess of total foreign free world production of raw cotton 
in 1955-56. The following t: able shows world production of synthetic 
fibers by major countries and geographic areas for the past 10 years: 
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B. CONTRIBUTION TO FOREIGN SYNTHETIC FIBER AND TEXTILE PRODUCTION 
THROUGH UNITED STATES GOVERNMENT FUNDS AND TECHNOLOGY 


Under the mutual security programs administered by ICA and its 
predecessor agencies (FOA/TCA/MSA/ECA) a relatively small per- 
centage of the total funds has been used to aid the textile industry as 
a whole and even smaller amounts have been spent to aid foreign coun- 
tries in the production of synthetic fibers. 

In the early days of the program in Europe, no ECA dollars were 
used to finance construction of large textile plants. The record of 
projects (costing $1.0 million or more) in Europe indicates that no 
textile projects of this magnitude were financed. Reports to ICA 
from Europe indicate that expansion of the textile industry was 
accomplished primarily with private capital. 

During the period of April 4, 1948, to June 30, 1956, ICA financing 
was used to purchase textile machinery in the amount of $120,437,000. 
Although some of this machinery might have found its way into new 
plants, ICA believes that most of it was for rehabilitation and mod- 
ernization. Of the total financed, approximately $113 million was 
purchased from the United States. During 71% years, 1949 through 
the first 6 months of 1956, United States exports of textile machinery 
totaled $691 ,032,130—nearly 6 times the amount financed with mutual 
security funds. The following table shows the breakdown of ICA 
expenditures for textile machinery by countries, 


ICA expenditures for textile machinery 


Apr. 4, 1948, to June 30, 1956 


{In nearest thousand] 


rem TORN $120, 437 | Pakistan___....____.. pele oe $2, 366 
Series | DU nwsc ashe nnediewanae-e-neee Neg 

ee ee BN I cesta ahaa eccaida sical 1, 503 
Cai tis pcrericiinitaso i a 6, 871 
Viewer tt te B18} Délefamiul ow ee 6, 733 
China (Taiwan) .......- ._ 1, 440 1: Dermanr son kk eb i esis 4, 267 
IRON diiiseided si4-ahec~ 289 | France.........-- hebpieded baci dee 20, 138 
I Lik ii stb digg dts U ae is I ke hie 7, 366 
I inn tcicilntiine acoacninicis cio Selo nie 5 et a ne 78 
arg tore h nth ee tee ay) aera ts st 767 
PMGCEINO iL uo 120} Geel Lek li abhi) dg oe 17, 356 
| Ee a Ree 3, OGD | POUMOR ERO cig ih owe wtewrnere 10, 285 
Vi oe Be et a eerie ae eee I Lk ge So ae 2, 208 
| ee eee ee GT I il cine alin ecient omni 493 
I ihc kc eer Sevataen dana PI Si sareta i see le sesh csi socal 28 
ict dite stipe cinco sningieaai sedated 1) Sweden__._______-_- as-einpreneiin inte. 
isd sat etandtio > apa then CAs Oe Neg} United Kingdom___-_-___----__- 28, 938 
eS At hc ahaa pa 0 ae 226 


A list of active projects in the textile industry in the Near East and 
Far East involving ICA funds is shown in the following table. The 
total cost of these projects in all currencies is estimated at approxi- 
mately $17.5 million equivs alent. Of this total, ICA dollar financing 
chnatieutes about $6.2 million. Use of counterpart, primarily on a 
loan basis, amounts to about $0.5 million equivalent. The Viscose 
Filament Plant in Taiwan involves a loan of 20 million New Taiwan 
dollars ($807,000 equivalent) derived from the sales proceeds of 
United States agricultural surplus commodities under section 402 of 
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the Mutual Security Act. No ICA dollar funds are involved in this 
project, but ICA has issued a guaranty of currency convertibility 
amounting to $1,059,242 and an expropriation guaranty of $959,242 
to the Von Kohorn International Corp. of New York to protect equity 
and loan investments in this plant. 


ICA active capital projects in textiles 


Total esti- | Counter- Otherfunds, United 


Country, project and date of approval mated cost | part Sec. 402 nn- | States 
all currencies; fund loan government dollars 


authorized 


Iran: Tchitsazi cotton mill, June 28, 1952._..; $3, 282, 000 
Korea: | 
Dyeing and finishing for knitting goods 
(Kyung Puk Dyeing and Finishing 
Co.), machinery for 300 member co- | 
operative knitting plants, June 15, | 
1956 445, 800 90, 090 | 105, 800 250, 000 
Synthetic ‘fiber plant (Mojin Chemical | 
Co.) (polyvinyl alcohol fiber plant), | 
June 25, 1956 580, 343 84, 933 | : 21, 233 | 474,177 
Spun rayon yarn spinning plant (Samho | 
Textile Co., Taegu) (Capacity ap- | | 
proximately 1.4 million pounds per | 
year), June 1956 
Textile mill and dyeing, bleaching, 
finishing plant (Tongyang Spinning 
Co.) for rehabilitation and moderniza- | 
tion, June 1956 764, 874 211, 898 52, 976 “00, 000 
Taiwan: Viscose filament plant to produce 
5 tons rayon filament yarn per day (3,960,- 


$8, 666 $929, 334 $2, 344, 000 


107, 335 | 412, 125 1, 000, 000 


, 519, 460 


000 pounds per year), June 1956 7, 629, 000 $807, 000 | ' 6,822, 000 0 
Philippines: 
Cotton spinning mill, Yupangeo & Sons, | 
Inc. (10,000 spindles), April 1955 1, 475, 000 | | 800, 000 675, 090 
ie ‘ » . “it | 56, 000 
Cotton spinning mill, Flora & Sons, Inc 1, 771, 000 | | 802, 000 { 3 oo aoe 
Total_.._.. spite biti 17, 467,477 | 50 


2, 832 807, 000 9, 045, 468 6, 212, 177 


1 Includes $4,424,000 of equipment and services to be imported from United States to be furnished by Von 
Kohorn Corp., N. Y., which will also participate in capital investment in an amount of US $250,000. 
2 Pending, 

During the period from April 5, 1948, to March 31, 1956, $48.8 mil- 
lion equivalent was approved for use in the manufacturing of basic 
textiles. Basic textiles included cotton, wool, jute, linen, “and syn- 
thetics. | No breakdown is available from ICA which would indicate 
the amounts expended for different types of textiles, but the ICA 
approvals for withdrawal of European counterpart funds for basic 
textiles are as follews: 


Cumulative Apr. 3, 1948, to Mar. 31, 1956 
{In million of dollars equivalent] 


Country: 


eee one aoe es An aera : te teseaacascccePPree 
eg eee a —_ i a hl ee ce 
ta cle Sl i cindencaitapanegioume apianosecte . alte an beaten 7.2 
Cee ees ete a es ot tenet £ouvh 11.4 
Germany (Garioa)— ~~ iz 1 ray dibs La 7.8 
ell, £T be eld bb sepsrgoes aise perpale ant tel The 8 
| a a sack ‘ibd hi liad esis pln os a iamneriel 5. 0 

PEERS ut eee ERED) SA Lite Ss 48.8 


Up to July 31, 1956, ICA had sponsored tec thine al assistance textile 
projects involving the training of 315 foreign technicians in the 
United States from 21 Hee eign countries. The trainees visited textile 











plants and installations in this country. Of the 315 trainees in the 
textile field, 239 were studying cotton, silk, and wool and 76 were in the 
field of synthetics. Total cost of these projects is estimated at ap- 

roximately $436,667; of this amount $147,750 involved artificial 
ibers, Also, 55 United States technicans, at a cost of approximately 
$662,000, have been sent to various foreign countries to provide know- 
how in connection with the textile industry. 

The Export-Import Bank of Washington has made only two loans 
to assist in financing the exportation of United States materials and 
equipment for plants to produce synthetic fibers. On August 31, 
1949, a loan was made for machinery and equipment for a rayon 
ware lant in the amount of $1,200,000 to the Corporacion de 

omento de la Produccion (guaranteed by Republic of Chile). This 
credit financed the purchase of United States machinery, equipment, 
and services by Fabrica Victoria de Puerto Alto, S. A., required in 
addition to its properties in Santiago of a filament rayon staple fiber 
and spinning plant with an annual production of about 2,362,000 
kilos. On July 21, 1955, a loan was made for rayon spinning machines 
to National Rayon Corp., Ltd. in the amount of $270,000. This ex- 
porter credit, to assist H. W. Buterworth & Sons Co. and O. G. Kelley 
& Co., was to finance the sale of 12 rayon spinning machines to Na- 
tional Rayon Corp., Ltd., of Bombay, India. 

Tn addition to the above loans, a loan was made on August 11, 1955, 
in the amount of $2,070,000 to Italy. The bank established this credit 
to assist Montecatini Societa Generale per l’Industria Mineraria e 
Chimica 8. p. A. in financing the purchase of specialized United 
States machinery and equipment for the erection of a resin plant. 
This credit is to help expand Italian production of plastics, paints, 
varnishes, and synthetic textile fabrics. 

A review of the loans made by the IBRD discloses that no loan has 
been made for the production of synthetic fibers. 


Cc. ALASKA PULP & LUMBER CO. 


An interesting arrangement has been made between private entities 
of Japan and the United States to provide the Japanese synthetic 
fiber industry with dissolving woodpulp, the primary raw material for 
making rayon. The Alaska Pulp Co., of ooo established a sub- 
sidiary, the Alaska Pulp & es Co., under American law to de- 
velop pulp resources by establishing a mill near Sitka, Alaska. The 
mill, with an annual capacity of 100,000 tons of pulp, will cost ap- 
proximately $53 million to construct. About half of the funds re- 
quired will be collected through Japan’s first postwar private bond 
dosation in the United States. 

Once it is in operation, the mill will help supply Japanese rayon- 
manufacturing firms with about 50 percent of their foreign pulp 
requirements. The United States Forest Service sold to the Alaska 
Pulp & Lumber Co, standing timber in the -amount of 514 billion 
board-feet to be harvested over a period of 50 years. Forest Service 
officials here informed the staff that bids were advertised and that the 
Japanese offer was the only one received. According to the contract, 
the Alaska Pulp & Lumber Co. has until July 1, 1959, to present their 
plans for the pulp factory and until December 31, 1961, to have the 
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plant in operation. It is probable, however, that the plant will be in 
operation by the end of 1957. 


D. IMPORT DUTIES AND RESTRICTIONS 


Since 1950 only three countries—Japan, Portugal, and the U nited 
States—have given any tax concessions or depreciation allowances to 
synthetic fibers or textiles which were not also available in the manu- 
facture of cotton textiles. However, neither the United States nor 
Portugal now accord any such assistance. Japan continues to stimu- 
late synthetic-fiber production by tax concessions to new companies 
during the first 3 years of business and by favorable depreciation 
allowances under rationalization schemes. 

During the Korean emergency, the United States issued tax-amorti- 
zation certificates to chemical firms producing the staple fibers and, 
except for 1 certificate for acrilan (30 million pounds) and 1 for rayon 
(27 million pounds), were for the increased production of nylon (180 
millions pounds) to meet military needs, no tax- amortization certifi- 
cates were issued to either cotton or synthetic- textile manufacturers. 

The United States does not have quantitative restrictions for the 
import of cotton yarn and piece goods or for the import of continuous 
filament spun yarn and piece g goods made from synthetic fibers. The 
quantitative quotas for imports of raw cottons are as follows: 

Cotton, harsh or rough of less than 34-inch staple, 70 million 
pounds, global quota. 

Cotton, under 11-inch other than rough or harsh under 34-inch, 
14,516,882 pounds total of countries’ quotas. 

Cotton, 114-inch or more, but less than 1114¢-inch, 45,656,420 
pounds, g global quota. 

Cotton, 11¥,¢-inch or longer, no quota. 

Cotton w aste, 5,482,509 pounds total of countries’ quotas. 

The United States does not have import duty on dissolving wood- 
pulp, but has a 15-percent ad valorem import duty on staple fiber. 
The rates of import duty on raw cotton are: 

Less than 114-inch, free. 
11-inch to 1114 -inch, 31% cents per pound. 
1114 ¢-inch and longer, 134 cents per pound. 

Duties on yarns and piece goods made from cotton and synthetic 

fibers are approximately equal in the same or equivalent construction. 





E. PRICE RELATIONSHIP OF COTTON WITH SYNTHETIC FIBERS 


The Foreign Agricultural Service made a firsthand investigation 
of the competitive position of cotton, rayon, and the other synthetic 
fibers in Europe during the summer of 1956, and has supplied the 
staff with preliminary material which shows a radical change from 
past competitive relationships between cotton and rayon that have 
existed in Europe for a number of years. The advance preliminary 
material supplied by the Foreign Agricultural Service is being incor- 
a into a special foreign agricultural report which will be pub- 

shed early in 1957. This report “will show that the competitive United 
States cotton- -pricing policy is responsible for an abrupt shift in cot- 
ton’s competitive position in foreign markets. First, it eliminated 
the price disadvantage of United States cotton vis-a-vis foreign cotton 
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which existed during the last half of the 1954-55 season and the first 
half of the 1955-56 season. The limited cotton-export-sales policy 
applying to 1 million bales of short-staple cotton that was begun Jan- 
uary 1, 1956, helped; but the full impact of the new export policy 
was not actually realized until after April 1956. 

! The new cotton sales policy atfecting CCC stocks for export not 
' only improved the price position of United States cotton vis-a-vis 
foreign cottons but, by September 1956, it had wiped out the price 
advantage of 8 to 12 cents a pound that rayon staple fiber had held 
over United States cotton in Western Germany and France, brought 
prices of the two fibers in Italy and the Benelux countries nearer in 
line with each other, and reduced in England the spread between 
United States middling 1145-inch cotton and rayon staple fiber from 
over 40 percent to less than 10 percent. 

From March 1955 to early 1956, most foreign-grown cottons were 
available to Western European spinners at prices as much as 9 cents a 
pound below those of United States cotton and were therefore in a 
much stronger competitive price position with rayon staple fiber than 
was United States cotton. 

After April 1956, this situation changed when all qualities of 
United States cotton were sold at prices competitive with foreign 
growths. With present (last half of 1956) price relationships be- 
| tween cotton and rayon staple fiber in Western Europe, all cotton, 
both foreign and United States, c. i. f. European ports, is now in a 
strong competitive price position with rayon in all of the major tex- 
tile producing countries except Spain. In fact, unless rayon staple 
fiber prices are reduced from the sales price quotations that have 
prevailed over the last several years and up to the present time, 
United States middling 114.-inch cotton, on the basis of October quo- 
tations for future delivery, had a price advantage over rayon staple 
of 2.3 cents a pound in Western Germany and 3 cents a pound in 
France. On the basis of September 1956 quotations, rayon staple had 
a price advantage of 3 cents per pound in Italy although rayon staple 
prices were recently reduced 2.4 cents to meet lower cotton prices. In 
the last half of 1956, the price disadvantage of cotton over rayon 
staple was reduced from over 12 cents a pound in England to only 
6.5 cents. In Spain, where all raw fiber prices are set by the Govern- 
ment, rayon staple fiber still has a price advantage over cotton of 
about 17.6 cents a pound. 

The competitive cotton export pricing policy initiated by the 
United States in 1956 can be expected to have a significant effect on 
the price relationships between rayon and cotton. However, it is too 
early to know just how foreign rayon producers will react to lower 
raw-cotton prices. Insufficient information is available on rayon 
staple fiber production costs to predict just how much the rayon 
staple fiber producers could reduce selling prices without running 
into the red. It is safe to conclude, however, that foreign rayon pro- 
ducers will be under pressure to reduce sales prices to meet lower 
cotton prices, 

The improved price position of United States cotton will certainly 
reduce the incentive for the world’s textile industries to substitute 
rayon staple fiber for raw cotton. Quality and “suitability for pur- 
pose” will be the determining factors in deciding which fibers will 
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be used in the basic textile end-use markets now that prices of these 
competitive fibers have been brought into line with each other. Of 
course, a reduction in rayon staple fiber prices to meet lower cotton 
prices would bring the consideration of price back into the picture. 
However, the cotton price adjustments in the last year have narrowed 
considerably the range in which prices of rayon staple fiber can be 
manipulated to push its use over cotton. 

The following schedule provides a comparison between the prices 
of rayon staple fiber and raw cotton both in the United States and in 
selected Western European countries. 


Raw cotton and rayon staple fiber: Price per pound in selected western European 
countries and the United States, specified periods 





December March September 





Country 1955 | 1956 October quo- 
tations 1956 
United Kingdom: Cents Cents Cents 
United States Middling 12 (e. i. f. Liverpool) kk tbs 139.9 40. 5 30.2 
Rayon staple fiber __- ; . 28.0 | 28.0 28.0 
Price difference in favor of rayon _- neeaee 11.9 | 12.5 | 2.2 
United States Middling 156 (c. i. f. Liverpool) .....-. sa 137.3 | 30.7 | 27.8 
Rayon staple fiber. nae 28.0 | 28.0 28.0 
Price difference in favor of wg pukbdttucaddbs ; 9.3 2.7 a2—.2 
Mexico Middling 1%2 (c. i. f. . Liver pool). bs eaiel 131.7 36. 4 30. 2 
Rayon staple fiber. dr dododawe stek t | 28.0 | 28.0 28.0 
Price difference in favor of rayon. DF nen boidmahoh inh 3.7 8.4 | 2.2 
Germany, West: | 
United States Middling 1142 (e. i. f. Bremen).. ts $4 1 40,1 | 41.8 | 30. 2 
Rayon staple fiber ‘ : is : 31.9 31.9 331.9 
Price difference in favor of rayon. ‘ Ws citwbd 8.2 9.9 2—1.7 
Mexico Middling 1442 (ce. i. f. Bremen)... kde Sived 132.0 | 37.1 | 31.2 
Rayon staple fiber _- , aie ; 31.9 | 31.9 | 331.9 
Price difference in favor of ray keel Lanes). 1 | 5.2 3—.7 
France: | 
United States Middling 12 (e. i. f. eee dice 40.6 | 45.0 4 30.6 
Rayon staple fiber. -- - “ eaaiiaells 35.0 35.0 8 33.6 
Italy Price difference in favor of ray on. : gaat 5.6 | 10.0 3 —3.0 
! 
i nited States Middling 1% (c. 1. f. Italian a Pam - nde 39.0 40.5 431.1 
Rayon staple fiber ; ‘ 30. 5 | 30. 5 327.9 
Price difference in favor of ray on... bas tees 8.5 10.0 3.2 
Spain: j | 
United States Middling 1a (ce. i. f.)......-..--- | 62.4 62.4 56. 6 
Rayon staple fiber- ; 39.0 39.0 3 39.0 
Price difference in favor of rayon.....-..... 23.4 23.4 17.6 











! Prompt shipment for January delivery . 

2 Price difference in favor of cotton. 

3 If rayon prices hold to August 1956 levels. 

4 Estimated on basis of September-October quotations, past relationships of European port c. i. f. prices, 
and on the assumption that full reduction in United States sales price will be passed on to spinners. 


STATEMENT oF Unrrep Statres DerparRTMENT OF AGRICULTURE ON A 
Report TO THE COMMITTEE ON APPROPRIATIONS, UNrrep STATES 
House or REPRESENTATIVES ON— 


I. Use or Foreign Currencies GENERATED THROUGH PUBLIC 
Law 480 anp SrmitarR ProGRAMS 
Il. Wortp AcricuLrurRAL Propuction anp Exports 1n ReEa- 
TION TO UNITED States Foretian Atp ProGRamMs 
IIT. Worip Syntruetic-Fiser Propuctrion anp Irs Revation- 
sHip To Corron 


The Department is in general agreement with the report submitted 
by the surveys and investigations staff, dated December 1956. Much 
of the material was obtained from the Department. In some cases 


' 











325 


later information is now available, or new laws have been enacted 
which have changed the situation. Most of the statistics in the report 
are through June 30, 1956 and more up-to-date statistics are available 
in many areas. 

The following comments refer to specific sections of the report and 
are, in part, based upon information which has become availuble since 
the report was prepared: 

1. In the summary of United States export position in agricultural 
commodities, we offer the following comment: 

Cotton.—The point is made that the United States has not been able 
to maintain its proportionate export position in cotton. Although the 
report concerns itself with statistics only through June 30, 1956, it 
states that the movement of United States cottcn was increasing 
because of the initiation of competitive pricing. This point could be 
expanded to indicate that United States cotton is making a comeback 
this year; cotton exports are expected to exceed 7 million bales out 
of a total world export estimated at 15.5 million bales. 

Wheat.—It might be desirable to indicate that United States wheat 
exports rose sharply during this year; expected to total about 475 
million bushels out of 1,150 million bushel record world total. 

Rice.—The report indicates that the United States held the largest 
quantity of rice in carryover stocks of any country. Recent programs 
have committed for shipment, Government stocks accumulated from 
the 1953, 1954, and 1955 crops and a part of the surplus from the 
current crop. 

2. In Part I1I—United States export position in agricultural com- 
modities: 

D. Cotton : It is said, with reference to increased production in Iron 
Curtain countries: 

Most of this expanded production has heretofore been consumed behind the 

Iron Curtain: however, it is now beginning to reach the free world market. 
To date the Iron Curtain area is a net importer, not a net exporter. 
In the same section we believe the importance of exports from Iron 
Curtain countries to future United States markets may be overempha- 
sized. 

In the paragraph on Iraq, we believe the expansion of the irrigated 
area is a more important factor than the increase of mechanization in 
increasing the production of cotton. 

India will likely continue as an importer of American upland types 
of cotton notwithstanding the possible future expansion of production 
due to research. 

E. Wheat: One might infer from the sentence ; 

Since the end of World War IJ, Canada, Argentina, and Australia 
have been our major competitors— 

that this was not previously true. A more accurate statement would 
be: 

Since the end of World War II, Canada, Argentina, and Australia have continued 
to be our major competitors. 

8. In Part [V—Shipments of United States Agricultural Commodi- 
ties Under Public Law 480, Mutual Security, and Similar Programs 
and the Use of Local Currencies Generated From Such Shipments 
for Foreign Agricultural Development : 
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C. Review of the operations of title I of the Agricultural Trade 
and Development Act of 1954: The statement is made that procure- 
ment of commodities is generally undertaken by the Department of 
Agriculture as soon as the agreement is signed. It should be pointed 
out that the Department merely finances title [ transactions and that 
actual sales are made by private United States exporters to importers 
or buying missions designated by participating countries. 

In Section 2—Authorized Uses of Foreign Currencies: It is stated 
that the only direct contributions that can be made to the agricultural 
development of foreign countries through the use of local currencies 
accruing from the sale of surplus agricultural commodities, are carried 
out under agreements initiated under subsections 104 (a) and (g) 
of the act. We should like to point out that 104 (a) plans and projects 
have as their objectives only the development of markets for United 
States agricultural commodities and not the agricultural development 
of the foreign country. 

There are attached suggested revisions of tables or text relating to 
wheat, tobacco, and dairy products based on data now available. This 
information is furnished for such use as the committee may wish to 
make of it. 

The Department appreciates the opportunity of reviewing the re- 
port and is happy to see that the staff has done such a creditable job. 


Exuzeir I 
Revised table for part III, E. 
Wheat 


{In millions of bushels] 


Foreign free world 
Communist | Estimated 


Year United States bloc Potal foreign world 

| | Major } Others } 

exporters ! | 
1935 to 1939_..... 759 | 1, 165 1, 660 | 2, 518 | 5, 343 | 6, 102 
1945 to 1949. _...-. 1, 202 | 1, 134 | 1, 466 | 2, 108 | 4, 708 5,910 
1952 eee 1, 306 | 1, 776 1, 758 | 2, 720 | 6, 254 7, 560 
1953 4 on 1,173 1, 730 1,905 | 2, 657 | 6, 292 7, 465 
1954 oe Gs4 1, 307 1, 946 2, 673 | 6, O16 | 7, 000 
1955 = 935 1, 582 2, 008 2, 880 6, 470 7, 405 


! Includes Canada, Argentina, Australia, France, Sweden, Turkey, and Uruguay. 


Revisions in table change percentages in the paragraph following 
the table. 
United States increase: 23 percent. 
Other free-world countries: 27 percent. 
Competing with United States: 36 percent. 
Wheat-importing areas: 21 percent. 
Communist bloc: 14 percent. 


Exuisir I] 


Due to the substantial revisions in our figures on tobacco production 
in Communist China (made since the data were originally handed to 
the committee staff), we suggest the following changes in certain 
figures contained in the draft copy: 

Page 29, line 2, reads “8,130,000,000”, should read “8,391,000,000” 

Page 29, line 2, reads “2.3 percent”, should read “3.1 percent” 





' 
' 
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Page 29, line 2, reads “12.7 percent”, should read “16.3 percent”. 

Page 29, last line, reads “1,212,000,000”, should read “1,404,000,000”. 

Page 30, top line, reads “55 percent”, should read “80 percent”. 

Page 33, line 8, reads “tobacco needs”, should read “tobacco im- 
ports”. 

We note that total world exports, average 1935-39, appearing in the 
table on page 31 are somewhat larger than those shown in the com- 
petition report entitled “Competitive Position of the United States 
Farm Products Abroad, 1957,” issued in January of this year. These 
differences arise from the fact that we included in the original table 
prepared for the committee exports from Soviet-bloc countries which 
were available in prewar years but have not been available during 
most postwar periods. We feel, however, that this difference is ade- 
quately explained in footnote 1, which appears in relation to certain 
years in the table shown on page 31 of the draft. 


Exurrit III 
J. Datry Propucts 


The year 1955 recorded several significant changes in world trade 
in dairy products. Free trade in dairy products was resumed in the 
United Kingdom with the expiration of the long-term contracts with 
Denmark. Australia and New Zealand reduced guaranteed prices 
to farmers, and the Swiss moved to protect further their domestic 
butter industry from butter imports and the margarine industry. 
The United States offered Government stocks of dairy products for 
export at reduced prices approximating world levels and attempted 
to broaden the market for dairy products through sales for foreign 
currencies under Public Law 480. The United States, during 1955, 
donated considerably more dairy products for consumption aboard 
than it sold. 

Exports of butter declined in 1956 because of substantially lower 
foreign donations, but CCC commercial unrestricted sales rose from 
14 million pounds in 1955 to 19 million pounds in 1956, and CCC total 
sales rose from 32 million pounds to 43 million pounds in the same 
period. Exports of cheese increased in 1956, largely because of in- 
creased foreign donations, but CCC commercial sales of cheese rose 
from 4 million pounds in 1955 to 12 million pounds in 1956, and 
CCC total cheese sales rose from 27 million pounds to 42 million in 
the same period. Exports of nonfat dry milk continued to increase 
in 1956, chiefly because of increased foreign donations. 

The following table shows the export position of the United States 
for butter, cheese, and nonfat dry milk solids for selected years. 
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